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CHAPTER I 
A BEGINNING 


Turis book in considerable measure deals with 
accounting, but in a rather strange fashion. 

It is about accounting, but is not a book on 
accounting. It examines the results of account- 
ing: takes up the work of the professional ac- 
countant where he himself leaves off, seeks to 
determine the meaning of what his figures re- 
port, so far as possible, and seeks likewise to 
differentiate between meaning and confusion. 

The viewpoint, then, is not that of the ac- 
countant, but of the average business man, 
banker, or financial executive who must make 
decisions, wholly or partially, on the basis of 
the information which the accounts give him. 
More precisely, it is the viewpoint of those who 
must make decisions relative to security values, 
based either wholly or partially upon the facts 
set forth by accountancy. 

The financial statements (7.e., Income ac- 
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counts and balance sheets) of about 550 leading 
American industrial concerns, operating in vir- 
tually all important lines of business except the 
public-utility and railroad fields, have been 
selected for study. The term “industrial con- 
cern” is here used in the stock market sense, 
which for convenience divides the corporation 
world into three broad groups—rails, utilities, 
and industrials—and includes in the industrial 
group every kind of business enterprise which 
may not properly be assigned either to the rail 
or to the utility group. 

An idea of the adequacy of the material with 
which we propose to deal is suggested by the 
fact that the group of corporations which it has 
been found possible to study intensively and on 
a comparable basis had, in 1927, an aggregate 
net profit amounting to about 214 billion dollars, 
The total net profit returned in that year by all 
corporations in the United States probably 
amounted to around 7 billions. Our data, there- 
fore, probably represents fully one-third of the 
corporation data for the entire country. 

The corporations on our list paid nearly 2 
billion dollars to their bond and stockholders 
last year, and evaluated their property at more 
than 1714 billions. 

Purposes of the Study.—The purpose of such a 
study are so obvious that they need not be stated 
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in detail. Among the outstanding objectives are 
the following: 

(1) To provide a unit of comparison which 
will be of at least some value to those who are 
constantly under the necessity of analyzing cor- 
poration statements, and of formulating, as a 
result of such analysis, an opinion which be- 
comes the basis for future business decisions. 

Admittedly, such a unit of comparison will 
not constitute an exact yardstick. It must be 
tentative and relative. The fact that the in- 
vested capital of the average industrial concern 
is, Say, 25 per cent in bonds and preferred stock, 
50 per cent in common stock, and 25 per cent 
in surplus, does not in itself signify that the 
individual corporation which has only 10 per 
cent in bonds and preferred stocks has a stronger 
capital situation than the average, or that the 
individual corporation which has as much as 50 
per cent in these preferred classes of securities 
has a weaker situation than the average. 

But having available a mathematical record 
of the average situation, one likewise has there- 
with at least a pivot for subsequent analysis of 
individual situations. Radical deviations from 
the average will, if they do nothing more, sug- 
gest the advisability of closer analysis (a) to ex- 
plain the radical deviation and (b) to determine 
whether it is justified by peculiar conditions. 
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(2) To provide the basis and the incentive for 
explaining and analyzing radical individual de- 
viations from the average is, indeed, one of the 
primary purposes of this series of studies. We 
know that it will be possible to establish the 
average, and we believe that it will be possible 
to suggest methods by which the average data 
can be used, in practical business and financial 
work, in appraising the significance of radical 
individual deviations. 

(3) Moreover, it is our purpose, wherever 
possible, to carry the study somewhat beyond 
the realm of aggregates only, and at least to sug- 
gest standards which are applicable to important 
lines of business activity—automobiles, coal, 
copper, building, food products, machinery, ete. 

(4) And it will likewise be possible, we be- 
lieve, to make at least some headway in the task 
of explaining why financial situations in differ- 
ent lines of business differ so widely one from 
the other, and in determining to what extent 
such differences are sound, or to what extent 
they are dangerous. 

In a word, we propose to set forth a composite 
income account and a composite balance sheet 
for a list of industrial corporations which appar- 
ently account for somewhere around a third of 
the country’s total corporate net profit; to break 
down these composite data into series applicable 
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to different leading lines of industrial activity; 
and then to experiment with the problem of ap- 
praising radical individual deviations from these 
series of averages—all to the end, and in the 
hope, that some small contribution at least may 
therewith have been made to current business 
knowledge and prospective business practice. 

The whole problem lies in the field of corpora- 
tion profits. Corporate income accounts and 
balance sheets report the size, use and distribu- 
tion of profits and other capital accretions. 
After these data have been made available in 
convenient form, it is the task of economic 
analysis to explain the variations in profits from 
year to year, from one line of industry to an- 
other, from one individual business concern to 
another. 

To some extent, at least, the study will break 
virgin ground. The basic material itself is, of 
course, not new. But the adequacy of the 
material, the method of handling it which has 
been adopted, the bringing of it together in com- 
posite form, the intensive study of the different 
items in the composite and of their relationship 
to one another, mark, we believe, a somewhat 
new departure in the study of corporation 
finance. 

The accompanying study itself, of course, con- 
stitutes no more than a mere beginning, a pref- 
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ace, to the analysis of data of this kind. Much 
more work, and on a broader scale, remains to 
be done. | 

The chief deficiency of this volume, it should 
be frankly pointed out, is that for the most part 
the data cover only two years—1926 and 1927, 
Study of a longer period would, it goes without 
saying, be of greater value. But the task of as- 
sembling data for even the two years 1926 and 
1927 has been no light one. Our feeling has 
been that some contribution to the existing 
knowledge of such matters is possible even 
though the time period covered is brief, and we 
have been able to derive a certain amount of 
consolation from the further opinion that, re- 
gardless of the brevity of the period, the data 
themselves and the many derivative calculations 
present for the consideration of the average 
student of financial affairs as big a mouthful of 
problems as he will care to bite off in any single 
volume, 


CHAPTER II 
THE COMPOSITE INCOME ACCOUNT 


ACCOMPANYING is the composite income ac- 
count, covering the years 1926 and 1927, reflect- 
ing the aggregate condition of the 545 leading 
industrial corporations which it was found pos- 
sible to compare. 

The country’s two largest industrial concerns, 
the United States Steel Corporation and the 
General Motors Corporation, accounted for some 
14 per cent of the aggregate net profit of these 
545 industrials last year. Therefore it has been 
deemed wise to compute results on two bases— 
to show the aggregate situation for the 545 con- 
cerns together, and then to supplement these 
data by a composite income account statement 
which excludes Steel and Motors. 

The same division has been made in all sub- 
sequent calculations, but in the majority of 
cases the second calculation has been found to be 
without great significance; in such cases of 
course, only the results for the full 545 corpora- 
tions will be reported. 

In the accompanying section of the analysis, 

re 
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we shall undertake to explain the changes which 
occurred in the composite income account in 
1927 as compared with 1926. In the section im- 
mediately following we shall deal with the 
changes which occurred in the composite balance 
sheet as between these same two years. All ad- 
ditional sections in the study will be devoted to 
the more important individual items in the in- 
come account and balance sheet. 

The 1927 Decline in Profits—In the fact that 
1927 business profits registered a substantial de- 
cline as compared with the year preceding there 
is nothing new to those who customarily follow 
the regularly published corporation statements. 

The extent of the 1927 decline, however, be- 
comes progressively more surprising. On the 
basis of reports by 455 leading corporations (ex- 
cluding Motors and Steel) which had been made 
public up to the middle of April, 1928, the 
Standard Statistics Co. computed 1927 net in- 
come to have declined just 10 per cent, as com- 
pared with 1926. But the addition of 88 more 
concerns to this list brings the total 1927 decline 
up to 16.2 per cent. 

This is a strikingly large figure. The fact that 
such an extensive drop could have occurred in a 
year which is generally conceded to have been 
a prosperous one is no less striking than the 
fact that the extent of the drop was not known 
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TABLE 1 


Composite Income Account * 


545 INDUSTRIAL CORPORATIONS 


1927 


192 
Gin Million Dollars) 


Nets profit: bas terse $2,810.92 
Fixed charges ...... 223.46 
Net income ......... 2,587.46 


Preferred dividends... 259.49 
Common dividends .. 1,292.07 
Total payments to 


security holders ... 1,775.02 
Carried to surplus ... 867.62 
Earned per $100 of 

invested capital ... $10.6 

TABLE 2 


$2,490.26 
250.24 
2,240.02 
241.53 
1,389.84 


1,881.61 
474.54 


$9.0 


Composite Income Account * 
548 INDUSTRIAL CORPORATIONS, EXCLUDING GENERAL 


MOTORS AND U. 8S. STEEL CORPORATIONS. 


1926 1927 
(in Million Dollars) 


Nt EDEOM Une. c's << s.58s $2,489.55 
Fixed charges ....... 204.99 
Net income’ io... 2,284.56 
Preferred dividends .. 226.62 


Common dividends .. 1,152.56 
Total payments to se- 

curity holders ..... 1,584.17 
Carried to surplus... 841.70 


Earned per $100 of 
invested capital ... $10.4 


$2,149.18 
233.17 
1,917.01 
207.20 
1,205.19 


1,644.56 
363.13 


$8.6 


Per Cent, 
Change 


—11.4% 
+12.0 
—134 
7.0 


+ 7.6 


Gd 
—45.4 


—15.1% 


Per Cent 
Change 


137% 
413.3 
—16.2 
— 86 


445 


eee 0 
—56.8 


—17.5% 


*For definitions of terms used in this table, please refer to pages 18-20, 


following. 
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until fully six months after the close of the cal- 
endar year. 

A number of years’ experience in analyzing 
profits data has strongly suggested the conclu- 
sion that the corporations which have the best 
results to report make those results public 
promptly, while those which have the poorest 
showings to report are customarily quite tardy 
in breaking the news. The foregoing data give 
still further emphasis to this principle. 

Although it has not been feasible to trace the 
financial histories of the full list of corporations 
used in this series of studies back over a long 
period of years, there is basis for the belief that 
the 1927 decline in net earnings was sharper than 
in any single year in any previous period of gen- 
eral prosperity. Tests based upon about 100 cor- 
porations, rather than upon the full list, validate 
this assumption. 

Reasons for the Lower Earnings.—The reasons 
for the 1927 slump are now well known: the 
total volume of industrial output was smaller 
than in 1926; the trend of commodity prices was 
mainly downward; the margin of profit was 
smaller; acute depression existed in such im- 
portant lines as oil, railroad equipment, coal, 
shipping, textiles and radio, and unsatisfactory 
(although not really depressed) conditions 
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existed in such lines as automobiles, nonferrous 
metals, steel, meat packing, ete. 

Although results for the full year 1928 will not 
be known until the late summer of 1929, the 
assumption that a substantial recovery in indus- 
trial profits occurred in 1928 appears quite valid. 
Preliminary indications are that 1928’s aggre- 
gate industrial profits will turn out to be even 
in excess of those achieved in the record- 
breaking year 1926. 

It should also be pointed out that the 1927 
decline in profits, although drastic in itself, was 
from an abnormally high level. In the main, it 
must be conceded that 1927 profits, even though 
they were much lower than in the year previous, 
were generally adequate. The majority of in- 
dustrial concerns were able to cover their divi- 
dend charges comfortably. Under such condi- 
tions, a drop in earnings assumes considerably 
less importance than it would assume at times 
when, say, a decline of 12 per cent or more might 
easily create a situation of real distress. 

Fixed Charges——As explained in our defini- 
tions of terms on page 18 following, we use the 
term “fixed charges” to designate all interest 
paid (interest on bank loans, on notes outstand- 
ing and on funded debt) and also sinking fund 
charges and bond discounts. 

The aggregate funded debt of the 545 con- 
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cerns here under study increased sharply during 
1927, as will be revealed by the composite bal- 
ance sheet to be presented in the next section. 


Comparison of Leading Income Account Items, 
1926 and 1927. 


] wees 
Holders MLLLLLLLL LLL LLL LLL LLL 


Fixed 
Charges 


Preferred 
Dividends 


Common 


Dividends CMLL 


Miscellaneous 


Charges if VLLLLLE 


Carried to 


Surplus VLMLLLLLLLL LB 


Billion Dollars O 


But last year’s increase in fixed charges, amount- 
ing to 12 per cent, was even greater than the 
increase in funded debt. 
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The excess in the fixed charges increase was 
in the main accounted for by an expansion in 
bank loans, and by discounts paid in connection 
with the flotation of new bond issues and refund- 
ing operations. 

Superficially, it would seem that in a year such 
as 1927, when business profits were moderately 
good and when interest rates were low, fixed 
charges should have decreased. But this prem- 
ise omits to take account of the borrowing habit. 
Many economists hold that, over a period of 
time, American business will borrow all the 
money it can get and, ultimately, more than is 
good for it. 

The fixed charges of business undoubtedly in- 
crease more rapidly when interest rates are low 
than when they are high. It sHouLD be the other 
way. But it isn’t. The constant tendency to ex- 
pand the voLUME of borrowing more than coun- 
teracts the benefits of lower interest rates. 

We shall give further attention to this phase 
of the corporation financial problem when we 
consider the size of funded debt in the next 
section. 

Dividends on Preferred Stock.—Preferred divi- 
dends paid by 545 industrials last year decreased 
about 18 million dollars, or 7 per cent. The 
chief reasons for this decrease were as follows: 

(1) Eleven corporations on our list which had 
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been making regular payments on their pre- 
ferred stock in 1926 were obliged either to omit 
or to reduce such payments in 1927. To most’ 
of these 11 companies, depression in 1927 was 
not a new experience. They had been familiar 
with it for several years previously. Gradually, 
the ill effects of the situation had become cumu- 
lative. The unsatisfactory trend of profits last 
year merely hastened the climax. Unfavorable 
action by these concerns accounted for a de- 
crease of about 714 millions in total payments 
to preferred stockholders. 

(2) About 7 millions of the apparent decrease 
in 1927 preferred dividends was accounted for 
by the fact that, in 1926, three large concerns 
(Case Threshing Machine Co., Goodyear Tire 
& Rubber Co. and Federal Mining and Smelting 
Co.) paid off back preferred dividends that had 
accumulated, and made only the regular pay- 
ments in 1927. 

Our data contain no suggestion whatever, 
therefore, that the 1927 sharp decline in earn- 
ings was sufficient to endanger the positions of 
other than a very few industrial preferred 
stocks; nor do they contain any forecast that a 
seriously weakened situation is in near term 
prospect. 

In fact, the precise reverse is the case. The 
majority of seasoned industrial preferred stocks 
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are steadily working into a position that is 
stronger than at any previous time. Retirement 
is gradually reducing the volume of such stock 
outstanding, equities are increasing and earning 
power is adequate. A considerable number of 
issues in this group have reached a point where, 
for all practical purposes, it may be assumed 
that the safety of dividends is as secure as is the 
interest on bonds. 

But this does not mean that any preferred 
stock is ever so high grade that it does not need 
to be constantly watched and checked. At least 
three of the stocks upon which preferred divi- 
dends were passed in 1927 were, a few years ago, 
regarded as strictly high grade. 

Common Dividends and Surplus Earnings.— 
Holders of industrial common stocks apparently 
received more money in the form of cash divi- 
dends in 1927 than in any previous year. 

Total payments of our 545 companies, 
amounting to more than 1 1/3 billions, were 7.6 
per cent greater than in 1926. And previous 
calculations made by the Standard Statistics Co. 
had indicated that 1926 industrial common divi- 
dends established a new record to date. 

The greatest surprise in our composite earn- 
ings statement comes with the disclosure that 
the amount available for surplus last year, after 
all payments to security holders had been made, 
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was in the aggregate 45 per cent smaller than in 
1926 in the case of 545 companies, and was al- 
most 57 per cent smaller in the case of 543 com- 
panies (omitting General Motors and U. S. 
Steel). The 545 companies reported only 19 
per cent of their 1927 net profit available for 
surplus; the 543 companies, only 17 per cent. 

The explanation is obvious: lower profits, 
higher fixed charges, higher common dividends. 

Over a period of years, we believe that it 
would be an extremely dangerous program for 
American industry to pay out 80 per cent or 
more of its net profit to security owners, as our 
545 leading concerns did in 1927. A margin 
considerably greater than 20 per cent should be 
saved (a) against future evil days; (b) for im- 
provements and expansion. 

But we find little that is alarming in this par- 
ticular situation as applicable to the year 1927. 
Four or five years of good average earnings pre- 
ceded 1927; considerably more had been carried 
to surplus in each of these previous years than 
was so carried over in 1927. The financial posi- 
tion of the average large industrial concern was 
not weak in 1927, but extremely strong. 

Moreover, cash on hand increased substan- 
tially during 1927; property value increased at 
about the normal annual rate; inventories were 
about stable. 
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And further, there are a number of important 
American industrial concerns (although this 
group is quite in the minority) which have now 
become, for all practical purposes, “finished 
products.” Expansion programs which in some 
cases have been in the process of development 
over a period of twenty years or more have been 
very nearly completed. Although large appro- 
priations for depreciation and renewals must 
be set aside in the future, it still remains true 
that some concerns have made so much progress 
with their expansion programs that they will be 
able, with entire conservatism, consistently to 
pay higher returns to their common stockhold- 
ers during, say, the next decade than they have 
been able to pay during the past decade. 

20% Saved Is Not Normally Safe.—Much de- 
pends upon the position of the individual con- 
cern. But certainly it may be set down as a 
basically sound assumption that the AVERAGE 
American industrial corporation cannot, with 
safety, retain as little as 20 per cent of its net 
profit over a period of years. A certain number 
of particularly fortunate and successful con- 
cerns can do so. But they constitute the ex- 
ception rather than the average. 

If as prospective security purchasers we were 
analyzing the long term earnings records and 
financial policies of a given group of industrial 
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concerns, we should certainly scrutinize with 
the greatest care that concern which had re- 
tained no more than 20 per cent of its earnings 
over a period of time, and as a general proposi- 
tion we should lodge still greater confidence in 
the position of the concern which customarily 
retains more than 30 per cent of its net. 

On the face of the facts it is in most cases, 
although not always, a bad sign if a given indus- 
trial concern does not feel the need of retaining 
more than 30 per cent of its net profit, because 
this in itself is an indication that future expan- 
sion probabilities are limited. At the same time, 
it is a bad sign if a concern needs to retain more 
than 30 per cent, but fails todo so. As suggested 
above, there always will be exceptions to this 
generality; the fact that there are such excep- 
tions does not obviate the necessity for striving 
to determine whether each exception is justified. 


Explanation and Definitions of Terms 


Net profit—Income after depreciation and 
taxes, but before fixed charges. Usually com- 
puted by deducting operating expenses, depre- 
ciation and taxes from gross income. 

Fixed charges.—All interest paid, including 
that on bank loans, notes outstanding, and 
funded debt, plus sinking fund requirements, 
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bond discount, and guaranteed subsidiary divi- 
dends. 

Net income.—Net profit minus fixed charges. 
This is the sum available for payments to stock- 
holders. 

Preferred dividends.—Cash only. 

Common dividends.—Cash only. 

Total payments to security holders—The sum 
of fixed charges, preferred dividends, and com- 
mon dividends. Since fixed charges include bank 
interest and bond discount, however, this term 
does not precisely describe the value referred to. 
But in their published statements, most con- 
cerns do not differentiate between the various 
kinds of interest paid. Moreover, the propor- 
tion of fixed charges which goes to other than 
bond holders is relatively small, so that the term 
“total payments to security holders” is suff- 
ciently correct for all practical purposes. 

Carried to surplus.—It will be noted that the 
sum carried to surplus is not as great as the 
difference between net profit and total payments 
to security holders. This is due to the fact that 
a number of concerns ordinarily make adjust- 
ments for miscellaneous charges before the an- 
nual credit to surplus is made. In 1927, such 
miscellaneous charges amounted to 5.39 per cent 
of net profit. 
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Earnings on invested capital—Net profit, 
divided by invested capital, which is taken as 
the sum of the par or stated balance sheet value 
of all securities outstanding, plus surplus. 

Source of data.—The official records of the cor- 
porations utilized in the study. In most cases, 
data are as of the close of the calendar year. 
Where a fiscal year does not precisely coincide 
with the calendar year, the data are reported 
under the calendar year containing the majority 
of months of the particular fiscal year. 


CHAPTER III 
THE COMPOSITE BALANCE SHEET 


THE first section of the accompanying table 
details the chief balance sheet items for the 544 
of the 545 leading industrial concerns selected 
for detailed analysis in connection with this 
series of special studies. For reasons which will 
be explained later, it has been necessary to omit 
Standard Oil of New Jersey from the balance 
sheet tabulation. 

The second section of the table provides the 
basis for comparison of the so-called book values 
with the market values of the common stocks 
of 524 of the 544 corporations included in the 
balance sheet study. In the book value-market 
value compilation, it has been found necessary 
to eliminate a few of the concerns included in 
the balance sheet tabulation, either because 
there is no public market for their common 
stocks or because their published reports do 
not lend themselves to a comparison of this sort. 

It is the purpose of this section of the analysis 
to study these two composites in detail. Pre- 
liminarily, it may be said that in virtually all 

21 
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important particulars the composite balance 
sheet reflects an extremely strong financial sit- 
uation among leading industrials. 

In most of the items in which there should 
have been improvement in 1927 as compared 
with the year previous, improvement actually 
occurred. Property value, cash, net current as- 
sets, and net working capital all disclosed in- 


TABLE 3 
Composite Balance Sheet Items * 


544 INDUSTRIAL CORPORATIONS, INCLUDING GENERAL 
MOTORS AND U. 8S. STEEL CORPORATIONS, BUT EXCLUDING 
STANDARD OIL COMPANY OF NEW JERSEY 


1926 1927 Per Cent 

CHIEF ASSETS (in Million Dollars) Change 
Property account..... $16,455.35 $16,946.21 + 3.0 
Cash and equivalent... 3,112.12 3,389.52 + 8.9 
Accounts receivable... 2,547.50 2,397.59 — 59 
Inventoryacoce se een. 5,223.99 5,252.68 + 0.6 


Total current assets.. 10,883.61 11,039.79 +14 
CHIEF LIABILITIES 


Funded debt ........ 3,669.35 3,866.55 + 54 
Preferred stock...... 3,326.27 3,442.08 + 3.5 
Common stock ...... 11,717.82 12,274.77 + 47 
Surplicre es tern 6,602.90 6,731.65 + 2.0 


Total invested capital 25,316.34 26,315.05 + 4.0 
Bank loans and equiv- 

Silonite ee tame nee 391.12 433.18 -+10.7 
Total current liabilities 2,441.04 2,411.49 —1.2 


Net working capital 8,442.57 8,628.30 + 2.3 


*For definitions and explanation of terms used in these tables please refer 
to page 40, following. 
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creases. Accounts receivable and _ current 
habilities registered decreases. Inventories re- 
mained about stable. 

The inclination to borrow more money was 
further emphasized by a 514 per cent increase in 
funded debt and a 10 2/3 per cent increase in 
bank loans. But even though these increases 
appear large when reported in percentage terms, 
it is still true that total funded debt and bank 
borrowings represent a quite conservative frac- 
tion both of total invested capital and of prop- 
erty valuation. 

It appears to be a fair conclusion that, at the 
end of 1927, the general financial condition of 
the average large industrial concern here under 


TABLE 4 
Book Value and Market Value of Common Stock* 


524 INDUSTRIAL CORPORATIONS, INCLUDING GENERAL 
MOTORS AND U. S. STEEL CORPORATIONS, BUT EXCLUDING 
STANDARD OIL COMPANY OF NEW JERSEY 


j 1926 1927 Per Cent 
Gn Million Dollars) Change 


Approximate book (or 

equity) value of 

common stock..... $18,150.26 $18,828.31 + 3.7 
Market value of com- 

mon stock outstand- 

ing, end of each year 24,960.40 31,725.20 +27.1 
Market value of com- 

mon stock August 1, 

OD Seta erecta ice nc $34,777.00 


*For definitions and explanation of terms used in these tables please refer 
to page 40, following. 
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study was stronger than at any time in recent 
years—perhaps stronger than at any time in our 
economic history. 

Explanatory.—For the most part, the data as 
presented in the tables on the preceding pages 
speak for themselves and. need scant qualifica- 
tion or explanation. It should be pointed out, 
however, that although we shall for brevity and 
simplicity refer to the balance sheet data as con- 
stituting a composite balance sheet, they do not 
in reality constitute a true balance sheet. The 
assets side does not balance the liabilities side— 
for the simple reason that certain relatively un- 
important items have been omitted, on both 
sides, in compiling the composite. 

It will be recalled that in the previous chapter 
we presented two composite income account 
statements—one including our 545 corporations, 
and a supplementary one based upon 543 con- 
cerns, excluding General Motors and United 
States Steel Corporations. This was done be- 
cause the figures for these two big concerns 
weighted the total so heavily that a different 
result was disclosed by the calculations omitting 
these two. 

For purposes of the present section of the 
study, it has been found unnecessary to present 
the supplementary table; the percentage change 
in virtually all balance sheet items has been 
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found to remain approximately the same, re- 
gardless of whether Motors and Steel are in- 
cluded or excluded. So in the data as here 
presented these two big concerns have been 
included in all cases. 

Due to the fact that the Standard Oil Com- 
pany of New Jersey experienced a radical read- 
justment program in 1927, and as a result thereof 
materially altered its accounting methods in 
that year, it has been found necessary to omit 
this company entirely from the balance sheet 
study. Whenever aggregate balance sheet items 
are compared with aggregate income account 
items, Standard Oil Company of New Jersey 
will, of course, be omitted likewise from the in- 
come tabulation. 

Property Account.—The 1927 increase in prop- 
erty valuation (amounting to almost 500 mil- 
lion dollars, or 3 per cent, for the 544 concerns 
here under study) was apparently at about a 
normal prosperity-period rate. 

This increase, it will be noted by consulting 
other items in the composite balance sheet, was 
about 214 times greater than the 1927 increase 
in funded debt. Funds raised by the sale of 
securities, along with profits, always constitute 
the two chief sources of revenue from which 
property improvements and extensions are 
made. 
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It is often dangerous and always unsatisfac- 
tory to attempt to subject a given corporation’s 
property account to close statistical analysis. 
Value, as stated in the balance sheet, is not a 
matter of fact but one of judgment. Corpora- 
tion A may find it to its. purpose to overstate 
the case, B may find it desirable to understate, 
while C may find it proper to attempt as fair a 
guess as can be made. 

Practices relative to crediting and debiting 
the property account during a given year vary 
widely from one corporation to another. Capi- 
tal charges, especially those incurred in the 
renewal and replacement of mechanical equip- 
ment, are often regarded as operating costs. Not 
only does accounting practice vary from one 
concern to another, but a given concern’s poli- 
cies will vary considerably over a period of years. 
There is no consistency in the handling of the 
depreciation account. 

Perhaps chaotic would be too strong a word 
to apply to the aggregate situation as it concerns 
the policies of various concerns in evaluating 
their property. But policies in this respect are 
assuredly lacking in uniformity; they are often 
confusing, and often actually deceptive. And, 
strange as it may seem, it appears to be a badge 
of honor, the earmark of conservatism, for a 
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corporation which has, say, a 10 million dollar 
property to carry that value, on its published 
balance sheet, at 5 or 6 millions. 

One of the advantages of a big composite such 
as we are dealing with here is that, when we 
throw everything into the same pot and look 
only at the amalgamation, we tend to eliminate 
most of the individual irregularities. 

Hence it is probably true that, at the close of 
1927, the aggregate value of the physical prop- 
erty of our 544 leading corporations really was 
somewhere in the neighborhood of 17 billions. 
Even accepting the figure as a rough approxima- 
tion, it will provide the basis upon which we 
may compute, in a later analysis, the percentage 
of assets which various important lines of busi- 
ness find it necessary to place in physical equip- 
ment to earn a given amount of net income. 

Cash.—The cash account is much more exact, 
although even this item contains a certain ele- 
ment of error. In it we include marketable 
securities, as evaluated by the corporations 
themselves in their balance sheets. Often this 
valuation is based upon cost, rather than upon 
the current market. 

But we judge that at its greatest possible ex- 
treme the error arising in this instance could 
not amount to more than 5-7 per cent. The cash 
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account, as carried in our composite balance 
sheet, may therefore be accepted as exact for all 
practical purposes. 

It is little short of amazing to discover that 
our 544 industrial concerns were carrying cash 
and equivalent in excess of 3 1/3 billion dollars 
at the end of 1927, and that this asset item in- 
creased by nearly 9 per cent during the year, 
despite the sharp decline in profits and despite 


Chief Asset Items In Composite Balance Sheet 
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the expansion in the total amount paid out to 
security holders. : 

The figure has a direct oearing, moreover, 
upon a problem which intensively engaged the 
financial community’s attention throughout 
1928—the loans of “all others” (mostly corpora- 
tions) to the stock market. The New York 
banks were actively striving to control these 
loans of “all others,” which in mid-1928 
amounted to something over 1.8 billions. 

The corporations which we are here studying, 
‘being the largest and most prosperous, are un- 
doubtedly in a relatively stronger cash position 
than the average corporation throughout the 
country as a whole. But, even so, it is incon- 
ceivable that they could have possessed at the 
end of 1927, more than half of the country’s 
entire corporate cash reserve. 

It must be true, therefore, that all industrial, 
rail, and utility companies had on the average, 
in 1927, well over 7 billions in cash reserve; per- 
haps the amount might run up as high as 10 
billions, although obviously these are nothing 
more than very broad guesses. 

To try to keep a substantial portion of this 
corporate cash out of the call market when rates 
are relatively high is well-nigh as futile as try- 
ing to sweep the sea back with a broom. It will 
be different when inventories are increasing 
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rapidly, or when accounts receivable are being 
materially expanded (i.e., when corporations 
themselves are supplying an increasing amount 
of credit to their customers). It will be dif- 
ferent when the volumes of production and pay- 
rolls are expanding sharply. 

But with commodity prices comparatively 
stable, with inventories, volume of production, 
and payrolls showing no important expansions, 
and especially with call rates relatively high, a 
certain amount of these large reserves auto- 
matically press upon the security markets for 
employment. They will continue to do so until 
the cash is needed for other purposes or until 
more profitable employment in other sources de- 
velops. But when other needs do develop, the 
return flow of funds from the call market to 
corporation treasuries will be rapid and de- 
cisive. 

The relation of the cash account to other bal- 
ance sheet items, and the factors which occasion 
important changes in the size of the cash account 
from time to time, will be discussed in a later 
chapter. 

Accounts Receivable and Inventories.—The 
credit extended by corporations to their cus- 
tomers declined appreciably in 1927, despite the 
fact that the trend of bank credit during the year 
was a steadily rising one. Hand-to-mouth buy- 
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ing and the reduction in the total volume of 
business handled were the two principal factors 
accounting for this decline. 

Our calculations of this item throw a certain 
amount of light, we believe, upon the install- 
ment-selling bugaboo. The clear suggestion is 
that this institution has now become organized 
in such a way that the average industrial cor- 
poration is allowing someone else to carry the 
load. Had the situation really become a menac- 
ing one, aggregate industrial receivables could 
not have declined by some 6 per cent. 

Inventories held about stable not because the 
average corporation has become inherently more 
conservative, but because there was no purpose 
whatsoever, either in 1926 or in 1927, for in- 
creasing aggregate stocks of goods. It will be a 
different story when commodity prices begin to 
experience their next major upswing. 

Current Assets—Current Liabilities Precisely 
as it should have been, to reflect a stronger finan- 
cial condition at the end of 1927 than at the end 
of 1926, total current assets of our 544 corpora- 
tions increased during the first-named year, 
while total current liabilities declined. In 
neither case was the change of great proportions, 
but the net result of the two movements was to 
effect a 12 point increase in the ratio of current 
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assets to current liabilities. These ratios com- 
pute as follows: 


Ratio 
10°63 r2oee ee 4.46 to l 
102 fat 5 ae oe 4.58 to 1 


These strike us as useful figures. They pro- 
vide a measuring rod which can be applied to 
individual situations. The character of a given 
concern’s business will in great measure deter- 
mine its assets-liabilities ratio. But knowing 
that 544 leading industrial concerns had current 
assets 4.6 times greater than current liabilities, 
at the end of 1927, it behooves those who are 
studying the financial position of an individual 
concern to question and explain any wide devia- 
tion from this average ratio. 

Funded Debt and Bank Loans.—The total 1927 
increase in funded debt and bank loans of 544 
concerns amounted to about 240 millions. 
Twenty-two important concerns each increased 
its bonded debt by 5 millions or more. The most 
common reasons occasioning these additional 
borrowings were: 

(1) Trade depression, necessitating new working 

capital ; 

(2) Expansion of physical assets; 


(3) Elimination of all, or a substantial proportion of, 
bank indebtedness; 
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(4) Cancellation of preferred stock, and substitution 

therefor of bonds bearing a lower coupon. 

The most common reasons for the increase in 
aggregate bank indebtedness were expansion 
programs (which can, of course, be financed only 
temporarily by bank borrowings) and trade de- 
pression. Thirteen important companies, 8 of 
which were in an uncertain financial position, 
together increased their bank borrowings by 
more than 80 millions. Numerous other con- 
cerns reduced their bank indebtedness, so that 
the net result was an addition of only 42 mil- 
lions for 544 corporations. 

Total funded debt of our 544 industrial cor- 
porations (many of which have no outstanding 
bonds whatsoever) now aggregate about 15 per 
cent of total invested capital, and some 23 per 
cent of total property value. Certainly neither 
figure is an excessive one. The interesting point 
is that this funded debt continues to increase. 

Preferred Stock.—The net increase in the out- 
standing preferred stock of these corporations, 
amounting to 31% per cent, was on a dollar basis 
approximately equal to one-half of the com- 
bined 1927 increase in funded debt and bank 
loans. 

Seven companies increased the amount of 
their outstanding preferred by 10 millions or 
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more during the year, and this list included such 
substantial concerns as General Motors, which 
added 25 millions; National Lead, which added 
10.3 millions; International Paper, which added ~ 
47.6 millions; and Victor Talking Machine, 
which had no preferred at the end of 1926 but 
had 32.3 millions at the end of 1927. 

There is no evidence that preferred stock is 
becoming a less popular form of security issue. 

Common Stock .and Surplus.—These items, 
which to some extent represent actualities and to 
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some extent merely bookkeeping operations, do 
not call for discussion at this time. We do, how- 
ever, direct attention to what may appear as a 
discrepancy in the surplus account. 

Our composite income account, as set forth 
in the preceding chapter, indicated that the 
earned surplus, or the amount available to be 
carried to surplus last year, amounted to some 
475 million dollars. But in our composite bal- 
ance sheet, the surplus account at the end of 
1927 was only 129 millions greater than at the 
end of 1926. Even after adjusting the composite 
income account to allow for the exclusion of 
Standard Oil Company of New Jersey, the 
apparent discrepancy between the indicated in- 
come account addition to surplus and the bal- 
ance sheet indicated addition still is a consider- 
able one. 

In the compilation of our composite balance 
sheet items, we excluded special reserves from 
surplus account wherever possible. This largely 
accounts for the fact that it fails to match the 
income account item in this particular. It is 
the custom of many corporations to make vari- 
ous debits and credits against the surplus ac- 
count after they have computed earned surplus 
for a given year. 

The surplus item in the balance sheet prob- 
ably gives a truer picture of actual surplus earn- 
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ings in 1927 than does the similar item in the 
income account. The balance sheet gives fur- 
ther substantiation to the contention that the 
percentage of 1927 earnings credited to surplus 
last year was not necessarily dangerously low 
for that particular year, but that it was much 
too small to be considered as a standard for a 
period of years. 

Net Working Capital—Net working capital is 
not a balance sheet item; it reports a computa- 
tion, showing the results of an analysis of a bal- 
ance sheet. It merely expresses the relationship 
of current assets to current liabilities in another 
way: it is obtained by subtracting current lia- 
bilities from current assets. Net working capital 
is the sum that would remain, as represented 
chiefly in cash, receivables, and inventories, if 
all current liabilities were discharged. 

This item showed a rather narrow margin of 
increase. But the large excess of current assets 
over current liabilities clearly suggests that net 
working capital, even though it expanded only 
slightly in 1927, is quite adequate for industry’s 
current needs. 


Book Value and Market Value of Common Stock 


For present purposes, we have been content 
to compute book, or equity, value of common 
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stock merely by obtaining the sum of the stated 
balance sheet value of the common and surplus. 
Frankly, this is a short cut to an approximate 
truth. There are numerous methods, infinitely 
more intricate, which give a finer calculation so 
far as individual corporations are concerned. 
But tests have revealed that for purposes of ag- 
gregate studies the simple operation which we 
have utilized gives a result almost as satisfactory 
as though the precise value had been laboriously 
computed for each of the corporations on our 
list. 

It is something of a revelation to learn that, 
in a bull period, book value bears such a distant 
relationship to market value. Thus at the end 
of 1926, the aggregate market value of the com- 
mon stocks of the 524 concerns which it was 
possible to utilize in this section of the study 
was 6.8 billions greater than indicated book 
value. At the end of 1927, market value was 
12.9 billions greater. As of August 1, 1928, mar- 
ket value was 16 billions greater than indicated 
book value at the close of the previous year. 
Expressed in percentage terms, these compari- 
sons run as follows: 

Market value at the close of 1926 was 187 per cent 
of indicated book value at that time; 


Market value at the close of 1927 was 169 per cent of 
indicated book value at that time; 
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Current market value (August 1, 1928) was some 185 
per cent of indicated book value at the close of last year. 

Market Outstrips Equities.—It is the change in 
percentage relationships, over a period of just 
about a year and a half, which i is of especial sig- 
nificance. 

Often one is assured that the security pur- 
chaser buys not assets, but earning power. Quite 
true; but equally difficult to justify on the basis 
of present facts, inasmuch as industrial earnings 
declined materially in 1927. 

If they do nothing more, the data presented 
in this and in the preceding chapter give indis- 
putable statistical proof to the contention that 
the great advance in stock prices in 1927 and 
1928 was not predicated upon either a big 1m- 
provement in corporate earning power or a sub- 
stantial enhancement of stockholders’ equities. 

To some extent the market value advance may 
have been based upon an increasing realization 
of the true worth of these book and earning 
assets. But this factor must have been a rela- 
tively unimportant one; people do not automat- 
ically attain wisdom merely because they have 
torn another leaf off the calendar. More and 
more it becomes convincingly clear that the 
great 1927-1928 bull movement in common stock 
prices was not based primarily upon the cor- 
porate developments which had been occurring 
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during that period; to a preponderant extent it 
was based upon conditions peculiar to the stock 
market itself, rather than to industry. One sum- 
marizes this preponderant stock market influ- 
ence with two short words: cheap money. 

Cheap Money—Dearer Equities—The abun- 
dance and the cheapness of credit, and the will- 
ingness of our banking system to keep expand- 
ing credit, made it possible for security buyers to 
pay higher prices for their corporate equities 
than they were accustomed to pay in former 
years. 

And this simple statement of fact contains no 
criticism, rebuke, or warning. It is fully as safe 
to assume that equities and earning power were 
undervalued at the beginning of 1927 as it is to 
assume that they were overvalued in the autumn 
of 1928. It is chiefly the ability to obtain credit 
to carry these equities that determines the de- 
gree to which they will be capitalized in the stock 
market. 

Thus, obviously, a substantial reduction in 
the MARKET’S valuation of equities could, at 
some time in the future, come about simulta- 
neously with a further increase in the actual 
equities themselves—merely because credit con- 
ditions would make it impossible to continue the 
higher valuation. 
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Explanation and Definitions of Terms 


Property account—Physical property, such as 
plants, equipment, land, etc., but not including 
investments except in the cases of holding com- 
panies. 

Cash and equivalent—Including marketable se- 
curities, demand notes, call loans, etc. 

Accounts receivable, inventory, total current as- 
sets, and total current liabilities, funded debt, pre- 
ferred stock, common stock, and surplus are the 
usual items so named, and need no explanation. 

Total invested capital—Surplus plus the par or 
stated balance sheet value of funded debt, pre- 
ferred stock, and common or capital stock. 

Net working capital—Total current assets 
minus total current liabilities. 

Book (or equity) value of common stock— 
Taken as the sum of surplus and the par or 
stated balance value of common stock. 

Market value of common stock—The closing 
market price of each individual issue on the date 
named, multiplied by the number of shares out- 
standing. 


CHAPTER IV 


DEPRECIATION AND DEPLETION 


THE most interesting fact about the deprecia- 
tion policy of American industry is that there is 
none. 

Leastwise, a careful study of the income ac- 
counts and balance sheets of more than 500 con- 
cerns fails to reveal anything even remotely 
suggesting a unified policy. Doubtless thou- 
sands of individual policies are in operation, 
each subject to change without notice from one 
year to another and the majority of them ac- 
tually undergoing such changes. But evidence 
of a common viewpoint on the part of the man- 
agement of industry, or of a common conception, 
is wholly lacking. 

This fact in itself, serious as it is shit the 
standpoint of sound accounting and financial 
practice, would be less subject to criticism if the 
individual policies of every important concern, 
which has securities outstanding in the hands of 
the public, were a matter of common knowledge. 

But the majority of corporations make public 
no data whatsoever to inform their security 
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holders as to the amount of profit that is appro- 
priated for depreciation charges and reserves 
each year. It will be recalled that 545 industrial 
concerns are being studied in this analysis. For 
only 219 of these, or, say, 2 out of every 5, has it 
been possible to obtain data revealing the sums 
that were charged to depreciation and depletion 
in the years 1926 and 1927. 

Composite depreciation and depletion ac- 
counts for these 219 concerns reveal many inter- 
esting and useful facts and provide the basis for 
some arresting conclusions. But it is none the 
less striking that such data are obtainable only 
for the minority, rather than the majority, of 
important concerns. 

Methods of Omission—The most common 
method of omission is merely to issue an annual 
statement reporting income after depreciation 
or depletion. There is nothing whatsoever 
deceptive about this. The corporation simply 
declines to reveal to its security holders any 
facts relative to its charges for depreciation or 
depletion, and frankly says so, in as many words, 
in its annual statement. That disposes of the 
matter neatly, and apparently to the satisfaction 
of most of the security holders who examine the 
statement. 

Under such a method of reporting financial 
results for a given year, allowances for depre- 
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ciation on, say, a 20 million dollar property, 
might be one dollar or 5 million dollars. There 
is absolutely no means by which the facts can 
be determined. 

But in cases of this kind the security owner 
at least has the assurance that some allowance 
has been made for renewal and improvement of 
his property. 

However, not all security owners have even 
that satisfaction. The reports of some concerns 
make no mention of depreciation. So far as the 
public record reveals, no depreciation charge is 
made. In most cases of this sort, this is perhaps 
an unwarranted assumption. But in a relatively 
few cases there are ample grounds for the sus- 
picion that no depreciation charges are being 
made. 

There is a countless number of other forms 
of variation in the reports of those concerns 
which do not make public an exact figure relative 
to depreciation charges. Some corporations, in 
their published statements, report operating ex- 
penses and depreciation as a single item; others 
lump depreciation and taxes; others combine de- 
preciation and fixed charges. 

One concern in the textile industry, in its 1927 
statement, naively carried an entry which it 
named “Depreciation on appreciation on ma- 
chinery and equipment.” Some time previously 
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it had written up the asset value of its equip- 
ment, and is now engaged, apparently, in the 
task of writing this equipment down again. 

Practices in the Extractive Lines.——Reports of 
corporations operating in the extractive indus- 
tries are correspondingly at variance. A minor- 
ity goes the full way, and properly reports 
depreciation and depletion as separate items. 
’ Others lump the two; others report depreciation 
but not depletion, or vice versa. In numerous 
cases it is impossible to determine whether any 
allowance has been made for the missing item. 

Many concerns operating in the extractive 
industries are in contest with the government 
tax authorities as to the amounts that they may 
properly charge to depletion reserve. So far as 
the public is concerned, they cut the Gordian 
knot by omitting the depletion item entirely 
from their statements, although some state that 
“depletion has been computed on the books of 
the company, but omitted from this published 
statement.” 

As is the case with industrial concerns of other 
types, the majority of corporations which are 
exhausting their resources by extractive proc- 
esses make a long story short by reporting in- 
come “after depreciation and depletion.” 

It is needless further to multiply examples. 
The foregoing constitutes ample basis for the 
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statement that there is a total lack of consist- 
ency in the reporting of depreciation or deple- 
tion charges, and subsequent evidence will 
substantiate the statement that there is a cor- 
responding lack of consistency in the amounts 
which various corporations allow for deprecia- 
tion. 

An Income Account Item.—Quite properly it 
may here be asked: Well, what of it? It is the 
profit of an industrial concern which tells the 
story that the security owner wants to know, 
it may be argued; if this profit is adequate, what 
difference does it make whether the assigned 
value of a given company’s property, on its bal- 
ance sheet, is 5 million dollars or 10 million? 
What difference does it make whether the book- 
keeping revision in property valuation is at the 
rate of 2 per cent or 20 per cent per year? 

If depreciation were only a balance sheet item, 
neither its rate nor its amount would be of great 
importance, for current purposes, to the security 
owner. It would be of importance over the long 
term, obviously, but of only passing importance 
for the short term. 

Our interest here lies chiefly in the signifi- 
cance of the depreciation charge as an income 
account item. Net earnings either for funded 
debt or for common or preferred stocks are 
figured after depreciation. It is the essence of 
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corporation statement analysis, therefore, not 
only to know the actual sum that has been 
charged to depreciation, but to know what a 
given company’s policies are in this respect and 
to have some standards by which such policies 
may be tested and judged. 

We can make the point clearer by a concrete 
example. Later in this chapter, it will be ob- 
served that we have computed a figure which 
reports the average percentage of property value 
charged to depreciation by a representative list 
of industrial concerns in 1927. We have tested 
the policies of a number of individual concerns 
against this average. It will be sufficient for the 
moment to look only at extremes. 

Depreciation charges of Corporation A (an 
actual corporation) in 1927 amounted to 17.7 
per cent of property value. This was far above 
the average. The company’s reported earnings 
available for its common stock amounted to 
around $7.60 per share. Had Corporation A’s 
depreciation charges in 1927 been only equal to 
the average for our representative group of re- 
porting concerns, the earnings shown for its com- 
mon stock would have been well in excess of $9 
per share. 

At the other extreme is Corporation B, the 
1927 depreciation charges of which amounted to 
less than one-half of one per cent of property 
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value. This concern showed better than $5.25 
per share of common stock. If its depreciation 
charges had been equal to the average, it would 
have reported a vEFIcIT for its common stock for 
that year. 

Essential to Analytical Study.—In one sense, it 
is ridiculous to formulate a security market judg- 
ment based upon an earnings statement unless it 
is known how earnings are computed. A con- 
cealed depreciation account gives a world of lati- 
tude. An open statement of fact, even though 
it discloses a policy which vividly deviates from 
the average, at least provides the basis for 
analysis. 

Inadequate reserves for depreciation over a 
period of years assuredly mean that, when the 
time for large scale renewals does arrive, it will 
be necessary to bring new capital into the busi- 
ness, thus diluting common __ stockholders’ 
equities. ; 

Abnormally large reserves for depreciation 
mean the issuance of an income account which 
is deceptive unless it is very carefully analyzed 
and compared. 

But it is our judgment that, on the average, 
the stockholder who receives each year a frank 
statement of depreciation policy is better off, in 
the long run, than is the stockholder who gets 
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no statement whatsoever on this point—better 
off regardless of what his corporation’s particu- 
lar policy may be. 

Concealed assets or overvalued assets, con- 
cealed earning power or overstated earning 
power, do not ordinarily accrue to the benefit of 
the average stockholder; they accrue to the 
benefit of those relatively few persons who have 
knowledge of the concealment and who, either 
consciously or unconsciously, profit at the ex- 
pense of those who are without this knowledge. 


Depreciation and Depletion Charges in Extractive 
Industries 


An extractive industry, such as coal, copper, 
lead, iron, oil, sulphur, etc., not only wears out 
its physical equipment—buildings, machinery, 
tools, ete.—over a period of years, but it dissi- 
pates its capital assets. Minerals taken from the 
deposits that it owns can never be renewed. 
Therefore, such concerns customarily compute 
two reserve accounts against their operations— 
one for depreciation and one for depletion. 

It is both customary and proper for com- 
panies in the extractive industries to pay a por- 
tion of common dividends out of the depletion 
account. Under certain circumstances—espe- 
cially where the calculated life of a mining prop- 
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erty is short and where physical equipment 
would become virtually worthless coincident 
with the exhaustion of mineral reserves—it 
might be proper to pay a portion of dividends 
out of the depreciation account. 

Except in the case of prospective liquidation, 
payment of dividends from the depreciation ac- 
count by a nonextractive industrial concern can 
seldom be justified. When dividends are so paid, 
they are, more often than not, referred to as 
“liquidating dividends.” 

Only 61 Complete Reports.—In the long list of 
concerns operating in the extractive industries 
which have been studied, only 61 render their 
annual statements in such a form that it has 
been found possible to obtain exact figures show- 
ing the amounts charged to depreciation and 
depletion in 1926 and 1927. By no means all of 
these 61 separate the two items. But in each 
case it has been possible to obtain a combined 
figure representing the sums charged to the two 
items together. 

Depreciation and depletion charges bear a 
closer relationship to property account and to 
income than to any other items in the balance 
sheet and income account. For the present, at- 
tention will be devoted solely to the relationship 
between depreciation and depletion charges and 
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property value. The relation to income will be 
analyzed later. The following table reports ag- 
gregate property values, aggregate depreciation 
and depletion charges, and the percentage of 
property value represented by depreciation 
charges each year: 


TABLE 5 
61 Concerns in Extractive Industries 
Million Dollars 
Property Dept. and Per Cent of 
Valuation Depl. Chgs. Property 
192 6B eee $5,283.64 $248.92 4.71 
US PA rates cian 5,350.06 261539 4.89 


Examination of the accounts of the concerns 
which reported depreciation and depletion sep- 
arately indicated that about one-fourth of the 
combined charge is for depletion, while the other 
three-fourths is for depreciation. Due to the 
small number of companies upon which these ob- 
servations are based, these fractions should be 
regarded as merely suggestive, rather than as 
trustworthy criteria. 


Depreciation Charges in Nonextractive Industries 


Depreciation data for leading corporations in 
nonextractive industries proved to be somewhat 
more adequate. It was possible to compile a 
composite statement for 158 such concerns, viz.: 
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158 Concerns in Nonextractive Industries 
Million Dollars 


Property Deprec. Per Cent of 

Valuation Charges Property 
OP Ose. oe $3,748.70 $165.95 4.43 
UNE tee 3,951.10 222.39 5.63 


This table, compared with the corresponding 
one for extractive concerns, presents certain 
questions to which we are frank to state we are 
unable to give a conclusive answer: 


(1) Why did the depreciation and depletion 
charges of identical concerns in the extractive in- 
dustries increase by only about 5 per cent in 1927, 
as compared with 1926, while depreciation charges 
alone of nonextractive concerns increased by almost 
34 per cent? (2) Why should the depreciation 
charges of nonextractive concerns (which are not 
exhausting their capital assets) have been relatively 
larger in 1927 than combined depreciation and 
depletion charges of concerns which are exhausting 
their assets? (3) Were such charges too low in the 
cases of the average extractive concern, or too high 
in the cases of the average nonextractive concern? 


These queries, obviously, are posers. Perhaps 
nonextractive industry, which is for the most 
part manufacturing industry, assumes that in 
this era of new invention its equipment becomes 
obsolete more rapidly than does the equipment 
of the extractive industries. But it would be 
hard to justify such an assumption. Some of the 
most revolutionary inventions of recent years 
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have been in mining, loading, and mineral-treat- 
ing devices. 

A guess somewhat nearer the truth might 
be the conjecture that, 1927 being a year of 
acute depression in the oil and coal industries, 
and of mild depression. of several other of the 
extractive industries, the group, as a whole, cut 
its depreciation and depletion cloth to fit the 
measure of its profits. 

In any event, it is illuminating to note the 
diverging trends. I/t 2s stall more wluminating to 
note that, on the average, 158 leading concerns 
in nonextractive industries last year charged up 
depreciation reserves equivalent, to, say, 5 2/3 
per cent of property value. 

Individual Deviations.—An average, of course, 
is nothing more than a conglomerate of indi- 
vidual observations. Special study, therefore, 
has been given to the depreciation policies of 
certain individual concerns, in an effort to de- 
termine to what extent radical deviations from 
the average 1927 depreciation figure could be 
taken as an indication of an unsatisfactory finan- 
cial situation. 

The concerns chosen for study in this connec- 
tion were the largest reporting ones in each non- 
extractive industry that was studied. There 
were 28 such lines of industry. The amounts 
charged to depreciation in 1927 by these 28 
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largest reporting concerns varied between 0.48 
and 17.7 per cent of property value. (See ac- 
companying chart.) 


Eight concerns charged less than 3 per cent of 
property value to depreciation. Six of these 8 were 
in an obviously weak financial condition, and their 
1927 earnings were generally unsatisfactory. Four 
of the 8 were paying no dividends on their common 
stocks. The two exceptions in the group were Ameri- 
can Can and American Radiator, both of which re- 
ported satisfactory earnings and were in a strong 
financial position. 

Fourteen concerns charged between 3 and 6 per 
cent of property value to depreciation. All but 3 
were in a good financial position and reported satis- 
factory earnings; all but two paid dividends on their 
common stocks. 

Six concerns charged more than 6 per cent of 
property value to depreciation; all but 1 were in 
strong financial and earnings positions; all but 1 
were on a dividend basis. 


Additional studies confirm the obvious con- 
clusion deducible from these sample data. That 
conclusion is that in the majority of cases the 
corporations which allow MATERIALLY less than 
say 5 2/3 per cent of property valuation for de- 
preciation in a period of general business pros- 
perity are subject to suspicion of weakness. 
There will be numerous exceptions which can be 
explained or justified on perfectly valid grounds. 
But in a broad way, tests based on this principle 


DEPRECIATION AND DEPLETION 55 


should prove quite helpful in income account 
analysis. 


Relation to Depreciation and Depletion to Income 


The following table traces the relationship be- 
tween income and the sum that was charged to 
depreciation, or to depreciation and depletion 
in the case of corporations in extractive indus- 
tries in 1926 and 1927. The income figures 
utilized, of course, report net profit before de- 
preciation or depreciation and depletion. 


TABLE 7 


Per Cent of Income Charged to Depreciation 
and Depletion 


61 158 Non- 
Extractive extract. 
Concerns Concerns 
LI ve Dosen ye acne 32.2% 18.7% 
RV? Epa hee ce 42.8% 23.2% 


The ratios for the extractive concerns run 
appreciably higher than the ratios for concerns 
in other lines because of the fundamental nature 
of the former’s operations. And the ratios for 
both groups increased measurably in 1927 as 
compared with 1926 because income in the first- 
named year slumped off decidedly. 

Above everything else this table emphasizes 
the importance of the depreciation charge in the 
income account. An item which amounted to 
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more than 2/5 of the income of extractive con- 
cerns last year, and to nearly 1/4 of the income 
of nonextractive concerns, can assuredly not be 
passed over lightly. Not only is more informa- 
tion relative to depreciation policies needed, but 
more consistency and greater standardization of 
financial policies is clearly called for. 


Relation of Depreciation and Depletion Charges 
to Income 


61 Extractive 158 Non extractive 
Concerns Concerns 


The chart shows the percentage of net profit before 
depreciation and depletion charged to these items during 
the past two years. 
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Long-Term Variation—Not as between one 
typical year and another, but over a period of 
years, depreciation charges vary with income. 

In years of depression considerably smaller 
amounts will be charged to depreciation than in 
years of prosperity. In other words, the expe- 
diency of depreciation policies is fully as impor- 
tant, at certain times, as is the scientific compu- 
tation of such charges at other times. 

This premise can be demonstrated statisti- 
cally. For a selected list of 27 concerns operat- 
ing in the extractive industries, and 35 concerns 
in the nonextractive industries, depreciation 
charges have been traced back through 1921. It 
is unnecessary to detail the record for every year. 
So for current comparative purposes, data are 
presented only for 1921, which was a year of 
acute industrial depression; 1923, which was a 
year of vigorous recovery, and 1926 and 1927, 
which were indisputably years of general busi- 
ness prosperity, despite the decline in profits 
which occurred in 1927, 

The statistical device which most clearly sets 
forth the trend is the relative. In each column 
of figures following, the average of the four 
selected years has been taken as equal to 100, 
and all data have been converted to relatives, in 
terms of this base. 
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TABLE 8 


Depreciation Charges and Profits of 35 Concerns in 
Nonextractive Industries 


(In relative, 1921-23-26-27 average equals 100) 


% of Property Net Profit 
Value Charged Before. 
to Deprec. Depreciation 
2S 8 Mk Ament race Bs, 76 Deficit 
ODS artes a cyetetaene te 94 103 
TODO eats octets ce ets 90 141 
OD Tac teeeieeoyesacttars 140 163 


Depreciation and Depletion Charges and Profits of 
27 Concerns in Extractive Industries 
(In relative, 1921-23-26-27 average equals 100) 


% of Property Net Profit 
Value Charged to Bef. Depr. 
Depr. & Depl. & Depl. 
TOO Tae ee cachortatereter 78 48 
LOS eae en ee ian SIE 106 
BS Pd hein accent est alle Uc 112 139 
0 PAG th vs Sats erie 113 107 


Note how much greater, relatively, were de- 
preciation charges in the prosperous years 1926 
and 1927 than in the depression year 1921. No 
one will contend that industrial property really 
depreciated more rapidly in 1926-1927 than in 
1921; no one will contend that the need for re- 
newals was greater in the later years than the 
earlier one. 

It is chiefly a question of practicability. On 
the average and over a period of time, what in- 
dustry can AFFORD to charge to depreciation has 
an wmportant bearing upon what is actually so’ 
charged. 
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The information relative to depreciation pol- 
icles which becomes available to the security 
owners of American industry is wholly inade- 
quate. Less than half of the industrial cor- 
porations, the securities of which have general 
distribution among the public, give illuminating 
information in this respect. 

It is our opinion that security owners have a 
perfect right to these data—that any security 
owner should at any time be able to obtain from 
the corporation in which he is financially inter- 
ested a complete record of depreciation charges 
over a period of time. Without such data his de- 
cision as to whether he should hold his securities, 
sell them, or buy more of them is to a certain 
extent predicated upon sheer guess. 

We do not believe that the average corpora- 
tion which withholds information relative to de- 
preciation policies willfully seeks to practice de- 
ception. Omission of such data is more of a 
habit, a long-standing custom, than a precalcu- 
lated attempt at confusion. And probably the 
chief reason why depreciation information has 
been withheld so frequently lies in the fact that 
security owners, failing to appreciate its impor- 
tance, have themselves made scant demand 
for it. 
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Taken as a group, the owners of American in- 
dustrial securities have in the past constituted 
for the most part an inert mass, having neither 
the inclination nor the organization to effect 
many important changes in their aggregate sit- 
uation. They form committees and retain law- 
yers when interest payments on their bonds 
lapse, sometimes also when their preferred divi- 
dends lapse, and sometimes again when some 
particularly flagrant violation of trust appears 
to be endangering the values of their commit- 
ments. 

But most of the important changes which 
work to their long-term benefit are achieved for 
them, rather than by them. In this respect the 
record of the New York Stock Exchange is one 
of which its members may be justly proud. The 
Exchange demands that the corporations which 
have their shares listed render official income ac- 
counts and balance sheets at least annually, and 
it is doing everything within its power, ap- 
parently, to encourage quarterly reports. 

It is only one step farther for the Stock Ex- 
change to require complete reports from those 
in whose securities it deals. A complete report, 
beyond any question whatsoever, is one which 
not only includes the depreciation item, but one 
which also includes data showing gross income 
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(this latter named item will be dealt with in 
the next chapter). 

The adoption of at least something approach- 
ing standardized practices, policies, and concep- 
tions relative to the depreciation account is, for 
the time being at least, industry’s problem rather 
than security owners’. Some progress along this 
line has already been made. That much still 
remains to be done is, we feel, demonstrated by 
the data included in the foregoing analysis. 


CHAPTER V 


THE PERCENTAGE OF GROSS INCOME SAVED 
FOR NET PROFIT 


A—STUDY OF CORPORATIONS WHICH SAVED THE 
LARGEST PORTION OF GROSS FOR NET 


Or THE 545 leading industrial corporations 
under study, it has been found possible to com- 
pare the gross incomes and net profits of 235, or 
43 per cent of the total. Comparison was im- 
possible in the other cases because gross income 
was not stated in the published income accounts. 

In the aggregate, the 235 corporations for 
which comparison was possible saved 9.75 per 
cent of gross income for net profit in 1926, and 
9.12 per cent in 1927. 

The complete list showing the percentage of 
gross saved for net by each of these companies 
constitutes such an unusual and significant ex- 
hibit that it is set forth in its entirety herewith. 
The later sections of this chapter will be devoted 
to study of these data. 

Explanations and Qualifications —The figures 
taken as net profit in each case are, of course, 
those reporting such profits before fixed charges. 
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TABLE 9 


Per Cent of Gross Saved for Net, 1926-1927, by 235 
Leading Industrials 


(Arranged in order from highest to lowest percentages, 
on basis of 1927 results.) 


% of Gross 
COMPANY 1926 Stor 
Piece a DIN Oe COs eae ak cette = ne 41.10 41.70 
Nat uouppiyscCo.rot<Del.u-cn. 5. con ce 43.20 33.70 
Bury ermina te Gozsecl. = cons aero 30.80 32.50 
Newey Orie Dock Cog ec s5 oes cts 0 he 32.60 32.50 
Consolidated Mining & Smelt. Co., Ltd.. 31.70 32.20 
Pelantogranin Cons tn.24.t ae si ao sc ome 27.10 31.60 
Patino Mines & Enterprises Consol., Inc. 31.20 30.50 
Central Aguirre Sugar Co....... A ere ee 17.20 30.40 
PPI SAMIR S CON ew ois oie tines eke tone eh 28.90 30.00 
PAMIIETICAN CAPCOM cate ss aie fc a «nts vie es 30.60 29.90 
fenCa- Ola eC Ore cc. lenny ee os 27.90 28.20 
International Business Machines Corp... 24.00 27.90 
Eloucton Gile@o.! Of LeXAS 2. ao sors. cee 34.50 25.40 
@anada Dry Ginger Ale, Inc........... 20.70 24.20 
EN Ne WA UO oe a reketa io irctes Ggase Grn tee eons 23.40 23.60 
Columbiana Garoen; Col... si. oe me 33.30 22.70 
GaierpillareLractore COR 2 a. <0. ae ee: 20.80 22.20 
Warht, Acronautical Corp. + sick ros 20.60 22.00 
Independent. Oil.& Gas Co... .......... 33.20 21.90 
PenedalUG OL) ae. hc.cktak nb ees fe sie wots 25.40 20.80 
POTCr AGA Orisa se-t. wiem Rte es Pe wire a he 32.90 20.70 
DouthePortosRicotsugar Cols: om oss 15.00 20.70 
Amer. Mach. & Foundry. Go............ 13.40 20.60 
Homestake Mining Co...6.........+-- 9.46 20.60 
OSH COM a INC aca k rec me tye ars neve 8 24.10 19.90 
Curtiss Aeroplane & Motor Co., Inc..... 10.80 19.70 
International Cement. Corp............ 20.00 19.00 
CNET a eV OLOL SWC OF Ds a kicnen ache ays 0) oe 17.50 18.60 


Genl Amer, lank. Car Corp. 2.50.8 004 14,10 18.10 
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% of Gross 
Saved for Net 
COMPANY 1926 1927 
Weatern. Dairy Producté.is. 0 sss o 14.20 17.90 
Air Reduction Con InGinck xesan 6s ete 17.80 17.80 
Cerro de Pasco Copper Corp........... 16.40 16.80 
International:Paper Coan.) seen esc we 10.50 16.20 
Packard Motor Car Co...... But cyan Spm 20.20 16.10 
Congress: Cigar Go. Inca... aan. oes 11.90 15.80 
Manati Sugar G6. ciy acs. e dae dee eee 9.49 15.80 
Stuktegis- Paver Coteicws couse anterior 12.80 15.50 
ATHeTICAITMLCERCO.. «oh Wate iim be cee oe ats 16.60 15.40 
Bleetric: Auto- Liter Con ote ee ate eee 15.60 15.30 
Lehigh Coal & Navigation Co.......... 20.40 15.20 
Kresvev (SPS jcCoee re eet eee 10.70 15.10 
Naumkeag Steam Cotton Co........... 4.63 15.10 
Fajardo Sugar Co. of Porto Rico...... 11.30 15.00 
General: Blecttie: Co... teks niet 13.00 15.00 
Madison Square Garden Corp.......... 17.40 15.00 
Nat'l Cash Register’ Gag sa. sty cae eee 14.70 15.00 
Phillips. Petroteums Cos, osc e see 42.40 15.00 
Victor ‘Talking Mach. Co.2.. jue. <0 ere 16.80 15.00 
Zenihhy VRAdIGHeCORD sheen ae cc ares eee 5.46 14.90 
Eureka Vacuum Cleaner Co............ 15.60 14.20 
International Shoes Go:.5.265.0 «sees ee 11.40 14.20 
Texas: Corpatis ania wicks os Cie. Cts 21.70 14.20 
Union Oil Co. of California............ 16.30 13.90 
Guantanamo Sugar Co..2....+)..se. 0s. 8.79 13.80 
Seagraves Gol. vnc. es vatanie sons erent 15.00 13.80 
Standard Commercial Tobacco Co., Inc.. 10.10 13.60 
Celotexs Con ts tars causa ce ee wee 18.30 13.40 
Cubs Cane Sugar Corp... .........08< 4.75 138.40- 
Shattuck= Frank: Gale Cosecn.. te 11.10 13.30 
Atlas Powdert Colts pace tite ee ee 14.10 12.90 
Cuban-Dominican Sugar Corp......... 0.00 12.70 
General Ice Cream Corp....3....¢0... 10.70 12.50 
Loew's, Ine. Soot aac ee rere 14.80 12.50 
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% of Gross 
COMPANY tae an teay 
PV OOIWOruie (i We) 0.5: < veniou kb oe. 10.90 12.50 
yetig (ASNIE) PCOR Oks oe oe eee, 14.60 12.40 
Alpha Portland Cement Co............ 15.10 12.30 
Richfield Oil Coot Galil... 6 <eee. 10.40 12.20 
American Type Founders Co.......... 13.40 12.10 
Punty Bakeries Corpis. sc... 00S. cee os 9.89 12.10 
Consolidated Laundries Corp.......... 13.30 11.90 
Punta Alegre Sugar Co......... a one 10.60 11.90 
mrmmerican eating Cols... .«ieees vos e% 13.60 11.80 
merc lesmrowders CO..n ooh e kis esa ee 12.10 11.50 
MacAndrews «& Forbes Co.............. 13.60 11.50 
Colom rue a iron COn sot. ie. hace oe 12.60 11.10 
American Cyanamid Co... 3...35 04.00 11.40 11.00 
Bigelow-Hartford Carpet Co........... 7.96 11.00 
REG MITT SLCC CO... fees coe foes ae tele 10.40 11.00 
PiatcnersMigas Col. cS aves de oe ewes 11.20 11.00 
DISK LIUCKS SINC coe or Yew a's tetaereee 13.10 10.90 
Allis-Chalmers Mfg. Co............+-- 11.50 10.80 
Cluett, Peabody & Co., Inc............. 7.48 10.80 
FEhompson (John Re) Coy sere: cc eeeece: 10.40 10.70 
PrgeT eALOMIN@ a Vill) MOO. ce eae Gees fae 12.60 10.60 
Standard Sanitary Mfg. Co............ 10.30 10.60 
Warten eisTOe MCCO. ene. sue Ce ttere oes cua es 10.90 10.60 
MOOdrici ti by CO ate tae ey. es ee cea: 5.40 10.30 
Goodyear Tire & Rubber Co........... qa0 10.30 
Standard Textile Products Co.......... 4.83 10.30 
International Silver Co....:..........- 8.32 10.20 
KCN V MOL CO; naan eter asd s a ce 24.50 10.20 
Bethlehem steel Corp... . 2 J. oe cece eee’ 10.70 9.94 
Art Metal Construct. Co., Inc........... 11.30 9.89 
Pecen= NUGEACKINGL CO,¢2..4 soa cue 6 0.55 9.10 9.65 
Westinghouse E. & M. Co............- 9.76 9.60 


Shell Union Oil Corp.........-2eeeees- 21.30 9.50 
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% of Gross 
Saved for Net 

COMPANY 1926 1927 
Jobne-ManvilleQorp, gia nada: aaa 8.39 9.28 
United Cigar Stores Co. of America..... 9.05 9.18 
Sears Roebuck Gi Cores. eal oee ate 8.49 9.01 
Radio Corp: of Ameria... 24. <0 owes ie 7.98 9.00 
Republic Iron & Steel Co...:.......... 11.50 8.99 
Studebaker Corps camo: oc. see dee aoe 9.19 8.89 
Baldwin Locomo:Wks:.... ods on ae eee 13.60 8.85 
Kress (SAH Wes Cowes o vaersnlacsn Motes 9.00 8.77 
DAxSiindustriah Aleobol Cow1..4. 422-07 4.33 8.76 
MunsingwearS Ines 2.4.2 netosaiey eet 9.50 8.72 
Cuban-Amert Sure Cow wacccasc ates cee 6.92 8.63 
ridden’ Goi g-dt.cnw. lees out Ao ee 9:35 8.63 
Jewel sl ea, ConA Ine @.insate re oes oe 8.51 8.56 
DDCAr WW Ose teatro g. swear een eee 6.99 8.50 
Lion Oil sRefining.W0so.45. sea ane 14.60 8.46 
Natl Dairy, Products, Corps... sae eee 8.60 8.35 
McGrory Stores: Corpses caus see 8.48 8.34 
RemingtontArme) Coz, Int...c. dasa ee 7.52 8.16 
KaveolsMoatorsiCo.u(Calit,) enna 2.97 8.02 
Genera Amp halts sou Gees ee 11.50 799 
US SestecltGorp.c eo... cen cet eee 8.89 7.96 
Bambergers (1b,) Cox. « ic.cige eae 8.55 425 
Sinelain Gonsolt-Oilt Garp... an soe 13.20 7:92 
Drop pines au Se ee eee 8.75 7.88 
Sherwin-Wilhams.Co. .22)..ssaccusee 7.38 7.88 
Begitk: Coma. : acca so sure) aa eee 7.77 7.82 
Procterccptvamble; Gos «0 eee eee 6.47 7.82 
GulfhistatessSteel Cougs... ee 8.34 feel: 
Dodge-Brogs (inex oto. ee eee 9.98 7.68 
CrG. Sprmgi& Bunper-Come. oan 11.70 7.67 
Melville-Shoe. Corp... eee eee 6.80 7.66 
Macy (RAH) Comins... ee eee 6.96 a8 
ReoeMotor:Car Coe at sect nou ee 6.49 7.56 
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% of Gross 
COMPANY er meet oe 
Oppenheim, Coll. & Co., Inc............ 7.05 7.44 
UT ETES GALE a ol i rR ERIE gh 6.96 7.16 
EATER OME COIN N OLS OAc clare ¢ dv dle an eae 15.20 7.05 
indian Motoreycle. Co. io) bcc. eee es 5.20 7.05 
Montgomery Ward & Co., Inc.......... 4.79 7.03 
Na Orh A VStEM INCH aces ae so .8oe coe sk 8 7.89 6.91 
Devoe & Reynolds Co., Inc............. 7.80 6.84 
fieea sing, rrogucts Corpesr. os, yess 6.82 6.73 
White Eagle Oil & Refg. Co............ 10.20 6.72 
ate etal (NGS Tse CO0 se a nace alae ke ee 8.14 6.67 
Perma vin Gt?) sors ING rai cote css 4.99 6.62 
J SRIE EEE BS ON eee ne eS ars 11.50 6.52 
F. & W. Grand 5-10-25 Cent Stores, Inc... 6.31 6.51 
Be BLCIIG Kea. bis gs santoe eda yeteok 3.29 6.36 
United States Rubber Co.............. 9.13 6.35 
Pan-Amer. Western Petroleum Co Misier) tobe! 6.31 
Maye CPU LOPeRC0.a. cece cat co cle os 6.88 6.30 
MOLDALE ES) 4 RYCE, nok 0g (Atte Ba age aan Peer Pee ar 7.31 6.27 
Real Silk Hosiery Mills, Inc............ 8.89 6.26 
Biterican pceres, COs... seria? as ots oes 6.30 6.17 
Atlantic, Gulf & W. Indies 8. S. Lines... 5.04 6.12 
Pawions | SA CHIC CO-e 2). 0 oa. 06 circ ow st 5.61 6.10 
Papp. WLotor \Care Corp... 0+ fas e1cciees 6.88 5.98 
Hadicott-JObnSOt: COrps 4 rersie «are ooo 0 se 5.24 5.92 
Amer. Bosch Magneto Corp............ 5.60 5.89 
ENN C ye Ue BC Oech atcha tree 3 ose 7.66 5.87 
Pern igs Onmraty nce ily sake a o's oh a oe os 8.23 5.87 
Tenn. Copper & Chem. Corp........... 11.90 5.87 
Wate Distiienss Prods Corp...’5.2s5-.44 2.36 5.73 
mcoplessrugsovores, INCh.. a2. 2 s)e ee rte 6.66 5.69 
Wade (AMINS) 5 ac) Cpa a nce ara 6.19 5.68 
WanlcaneDetinnime CO: 6.6 vss aciec oe 0s 8.99 5.64 


PS EOr a OIOCA Ore ING wars alacieiae sores <class 4.14 5.62 
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% of Gross 


Saved for Net 
COMPANY 1926 1927 
Emporium-Capwell Corp. ............. 721 5.60 
INashawena aViilla tc. oe dace e ae ee eae d 0.32 5.56 
Universal Pictures Co., Inc............. 7.05 5.48 
Southern Dairies -Ine. 3. .escssasne ees 8.90 5.47 
Metropol. Chain Stores, Inc............ 4.81 5.46 
Totty Tre he 8 ors Peatevate wat plates oe alas eee 1.87 5.45 
Pacitic: Mille 2 oice sae sce eae tomas 0.49 5.40 
Borden’ Contents eee ncs cack ecw aes ee 5.46 5.38 
Crrant.( Wa leh COnene cane cae ne aula 5.91 5.33 
‘Arnold Constable Corp.. ciysneaces ost: 3.19 5.29 
American Wholesale Corp. ............ 3.91 5.20 
Phillipe- Jones’ Gorp. so. .snceae Sect te aes 4.89 5.14 
Consolidation CoaliGormc a.ccus ese tae 8.89 5.00 
Elke HormiCoal Corp. Ince vecn eee a 16.40 5.00 
Tide: Water Oil Cow aacat eee oon 8.40 4.94 
Intern’] Mercan. Marine Co. .......... 0.01 4.88 
PillsburyePloureMills einess. os. one 3.07 4.64 
WialwortheCats ir nanccwee teres set acetone 4.59 4.48 
Kelsey-Hayes Wheel Corp............. 4.53 4.42 
Stutz Motor Car Co. of Amer., Inc...... 4.27 4.10 
Calumet & Hecla Consol. Copper Co.... 10.20 4.07 
Hlectrig BoatCo. ako. venus eres 10.00 3.96 
pweets Co. of ‘Amer. Intv..Js.5 eee es 3.12 3.82 
Worthington Pump & Mach’y Corp..... 2.16 3.63 
National: (lea:Go. 22 a tucts cra ee eee 2.96 3.49 
Washburn’ Crosby. Co... ae wee eee 1.78 3.33 
Bloomingdale= Bros. Inc). eos ee 5.18 3.30 
National Dept. Stores, Inc............. 3.44 3.04 
Urs) Distributing. Gorprscan.+ Gao 3.43 3.01 
Kroger Grocery & Baking Co........... 2.81 2.70 
Pender (David) Grocery Co. .......... 2.70 2.54 
Simme Petroleum Cowes eee 18.30 2.47 
Kraft-Phenix Cheese Co. .............. 2.26 2.45 
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% of Gross 
COMPANY Seay cons: 

National Enameling & Stamping Co., Ine. 2.51 2.34 
Paanie Rennie: Go. ss... ences se sxe 4.97 2.34 
Amer.-Hawaiian S. 8. Co.............. d 7.92 2.31 
Century Ribbon Mills, Inc. ........... d°3-91 1.89 
Mae PACKING WOON, wcasodcac soe ck at 2.56 1.82 
Sormmercial Credit: Coss i... icf 00s oo 3 1.28 ibid 
Gommercial ‘Invest... Ir. Corp. +. cne..5 1.73 1.63 
Federated’ Metals Corp. .........2.045¢ 0.00 1.61 
MMT DO LOTT ise INC lhe o eng hoe G01 x cers cte 2.74 1.21 
Prmetone Mills: Sinccadt sess epee eee 0.33 1.16 
National Bellas Hess Co., Inc........... 0.79 0.90 
Texas Pacific Coal & Oil Co............ 18.40 0.86 
Panhandle Producing & Refining Co.....d 1.92 0.82 
American Ry. Express Co. ............ 0.78 0.76 
Transue & Williams Steel Forging Corp..d 4.85 0.40 
MPartine Parry. COMP. secw ) <0: gaan oe an eis 9.58 0.24 
PIPCRIOTMOLCEL COLD a «cian ec ene enacts so 6.15 d 1.04 
Gardner Motor Col Ine) ia. si. doc ess 0.42 d 2.55 
Williams Oil-O-Matic Heating Corp. ... 22.60 d 2.59 
Pattspurent Coal Co. sae pene ais 8 ove ss d 3.76 d 2.68 
PE CAR PCG COUT) eebtcteks Gis hale catia oe have 0.50 d 2.73 
DymitesMOLOPWOO. Vora csn tose sae w cs & 3.35 d 2.73 
Lima Locomotive Wks., Inc............ D4Ale d° 2:92 
Yellow Truck & Coach Mfg. Co........ 2.56 d 3.27 
Kresge Dept. Stores, Inc............... d 3.73 d 347 
Peerless Motor Car Corp.............. 4.75 d 5.16 
Phila. & Reading Coal & Iron Corp..... 2.65 d 6.73 
PAW PVG ay at ckansre asl sus pital tens ares occ a 413 d 6.77 
Ponsols Distributors, INCay vrs eco slots acs 3.98 d 8.00 
Granby Consolidated Mining, Smelting 

EWI O mel see te yes fea Soe d 3.17 d 8.88 
United Verde Exten. Mng. Co.......... Blt) de 8.65 


IPAbe XCNANCC, INC reiciis + view coe w'els 5.89 10.10 
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% of Gross 

Saved for Net 

COMPANY 1926 1927 
Marland Oil (Co.%s «sas «em eee tea oe eta 13.60  4d11.00 

Ayax Rubber. Coc ness. seen oor d 0.14 d11.30_ 

Hamilton. Woolen Uo, ..- ste wee d140 4d12.60 
Pittsburgh Term’! Coal Corp..:..<.... 5.32 14.90 
Penn. Coali@:Coke Corp: «. cae seuss ane 0.30 d17.10 
Submarine. Boat. Corp. ac: cae a onthe tee d 3.15 17.30 
Graham-Paige Motors Corp. .......... 1.36 d19.40 
Superior OilSCorps eee. oss «oa eee ae 3.48 d22.90 
A pereoa lee, scares « see stele sielelalanted are 9.75 9.12 


d=Deficit. 


In selecting concerns which were believed to 
be comparable on the basis of reported gross in- 
come, we have necessarily allowed ourselves 
a certain amount of latitude. Methods of re- 
porting this item (when it is reported at all) are 
far from uniform. This point may be strikingly 
illustrated by the following tabulation which 
shows the first item on the official income ac- 
count statements of each of the first 20 com- 
panies which were checked in this study: 
Company No. 1—Net sales. 

No. 2—Net income. 


No. 38—Gross revenue after manufacturing 
expense. 


No. 4—Operating income. 

No. 5—Operating profit. 

No. 6—Operating income. 

No. 7—Gross manufacturing profit. 
No. 8—Net sales. 


No. 9—Sales. 
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No. 10—Gross profit. 

No. 11—Net income. 

No. 12—Net sales. 

No. 18—Gross sales. 

No. 14—Net profit. 

No. 15—Total income. 

No. 16—Net income before depreciation. 
No. 17—Net sales. 

No. 18—Net sales and other income. 
No. 19—Total income. 

No. 20—Gross revenue. 


Here is variety enough to satisfy even the 
most restless mind. The terms “net sales,” 
“gross sales,” “sales,’ and “gross revenue” are 
often used interchangeably. But it cannot be as- 
sumed that they are always used interchange- 
ably; in some lines of business and trade there 
is an especially wide difference in the values 
referred to as net sales and gross sales. 

Therefore, it has been necessary somewhat 
critically to examine each item, in the case of 
every reporting corporation. Where there 
existed a strong doubt that the item reported 
was truly representative (or approximately 
representative) of gross income, the company 
concerned has been eliminated from the list. 
In other cases, where there existed a minor doubt 
as to the precise meaning of the reported item, 
choice as to inclusion or exclusion was made on 
what appeared to be a common-sense basis. 

Naturally, the purpose has been to include as 
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many corporations as possible in the study, so 
that the results would be the more representa- 
tive. And it goes without saying that these re- 
sults, as is always true in studies based upon 
great volumes of data, are claimed to be only 
closely approximate, rather than precise down 
to the last penny. 


The 50 Concerns Which Saved the Greatest 
Portion of Gross for Net in 1927 


We shall now turn our attention to the ex- 
tremes in the foregoing list, here considering the 
50 concerns which stand at the top of the tabula- 
tion—1.e., those which saved the greatest por- 
tion of gross income for net profit in 1927; ina 
later section we shall consider for the most part 
the group at the bottom of the list. 

The central purpose is to determine why cer- 
tain concerns stand at the top of our list and 
why certain others stand at the bottom; to see 
what bearing these reasons have upon the profits 
situation in various lines of business; then to 
draw whatever broad conclusions, applicable to 
business in general, may appear justified. 

The 50 corporations at the top of the list may 
be grouped according to industrial lines as fol- 
lows: 
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No. of 
GROUP Bech 

Agricuiturataimplements o.o.cc.sceeegecces oust 1 
PAA LOTNO LD ICMR Steer. Gennes Cane ea ok uke Law has 2 
Automobile Parts and Accessories ............005 a) 
Building Equipment and Supplies................ 1 
Meemiemise NUUStriAl) 1 Wes eau ce coe. ft. 2 
STEEN A ORS i So er iain OR 4 es i cna ae naan Aa Hf 
RRO DDER are tas Sees ale oe a eee rp eme ae oe e 1 
PEON EG ROOUBE omits ons tink (eens hss oe k aah ws a 
Pteetripa ero uininient «. 5 aca. ce tomes Sac ets foe hee ae 1 
AEM TP TIMI UChoe eas cir eths vole ie OTe cee nthe ei: 5 
Household Equipment and Supplies ............. 3 
(he Sealy CN sD ore ect SMe ee ON ae, Ne ea at Re ee 1 
Machinery and Machine Equipment ............ 2 
Miscellaneous Mining and Smelting ............. 3 
Miscellaneous Manufacturing ................:. 3 
Miscellancous Services: sac niches ccs devs s ae 8a 2 
Office and Business Equipment and Supplies...... 3 
CET sctiels AS aa ity ait Meu Na A Ale arabe am 5 
ADE Te ee ea ees terrs tne wate sioceie Ps ate ek ey 8s 2 
Radio and Musical Instruments ................ 2 
Ravroac AUDEN weedeat ccrasicca ste c's 'a tsa sau cals 1 
AREA lal PRU Oe re ean cae coe Ske she conv haces & i | 
ROLF uesrr erent tet atlas teen ers crake eo se ofan x o'en a 0% 4 
Theaters, Moving Pictures and Amusements...... 1 
DE LCOR ETOCUCUS sities inte claw oss atr ee ek disveossen wi 1 

50 


(In all the following, the percentage figure 1mmedi- 
ately after the name of each concern merely repeats, for 
convenience, the calculations of the preceding table, re- 
porting the portion of gross saved for net in 1927.) 


Agricultural Implements—Caterpillar Tractor 
Co. (22.2% )—Classification of this concern as a 
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producer of agricultural implements is some- 
what dubious. Its chief product is the tractor, 
about 20 per cent of total output being currently 
used for agricultural purposes. Some thresher 
combines are produced. Present plans call for 
expansion of the agricultural lines. If not 
actually now, then in the relatively near future, 
a greater portion of gross income will arise from 
the agricultural industry than from any other 
single line. 

The company’s gross has increased very 
rapidly during recent years, due to the swift ex- 
pansion of demand for power-drawn machinery. 
The 30 per cent gain in gross which occurred in 
1927 was no doubt partially due to the Ford 
Motor Company’s temporary withdrawal from 
the tractor field. Caterpillar is dominant in its 
field on the Pacific Coast, enjoying there a situa- 
tion which is in some respects monopolistic. Its 
margin of profit has customarily been wide for 
a number of years past. Probably the chief 
reason for this wide margin has been Cater- 
pillar’s dominating, quasi-monopolistic position 
in its principal territory. 

Automobiles—General Motors Corporation 
(18.6% )—The largest automobile producer in 
the world. Wide diversification of product. 
Notably aggressive and intelligent management. 
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Packard Motor Car Co. (16.1%)—Is almost the 
antithesis of General Motors. Relatively, it is a 
small-scale producer; for every car sold by Pack- 
ard in 1927, General Motors sold 40. Packard 
has little diversification; it concentrates upon a 
few high-priced lines of fine passenger cars, and 
has sedulously concentrated its efforts in this 
limited field for many years past. Like General 
Motors, its management is conspicuously excel- 
lent. A high-priced commodity such as Packard 
sells customarily yields a wider margin of profit 
than lower priced ones, for obvious reasons. 
Packard’s earnings record is illustrative of the 
principle that it is possible for a given concern, 
even though it may be producing only for a rela- 
tively limited market, to win a wide margin of 
profit in its particular field if it is able to do its 
job superlatively well. 

Automobile Parts and Accessories—Electric 
Auto-Lite (15.3%)—A leading producer in its 
field (starting and lighting equipment and igni- 
tion systems) which has recently been expand- 
ing its markets by the acquisition of concerns 
operating in closely adjoining fields. At the be- 
ginning of 1928 its equipment was standard on 
25 makes of passenger cars, 42 makes of trucks, 
and 18 makes of speed boats. Has only one 
other large scale competitor (Delco-Remy, con- 
trolled by General Motors). It therefore shares 
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generously in a quasi-monopolistic situation; 
and the fact that it has created a fixed demand 
for its own particular product gives additional — 
basis for a wide margin of profit. 

Building Equipment and Supplies—International 
Cement (19.0%)—One of the largest—perhaps 
the largest—producers of cement in America. 
Further enjoys the advantage of modern equip- 
ment and of strategic and economical location of 
plants. Gross has been especially expanded dur- 
ing recent years by the booms in building, public 
works, and road construction. Wide _ profit 
margin is chiefly due to (a) dominant size; (b) 
fortunate location of plants. 

Chemicals (Industrial)—Columbian Carbon Co. 
(22.7% )—The largest producer of carbon black, 
and controls the largest proved natural gas re- 
serves in this country. Gas sales have tripled 
during past two years. 

Air Reduction Co. (17.8%)—The largest pro- 
ducer of oxyacetylene welding and cutting ap- 
paratus, and probably also the largest single cor- 
poration engaged in reducing the atmosphere to 
its component parts. Source of raw material is 
unique, giving Air Reduction an advantage over 
other concerns which are continually struggling 
with changes in prices and changing volumes of 
supply in their raw materials. 
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Coal—Lehigh Coal & Navigation Co. (15.2%)— 
One of the largest producers of anthracite, but 
also has extensive interests in railroad, utility, 
canal, and other similar properties. These other 
properties gave the bulk of 1927 net revenue. 
Lehigh showed a wide margin of profit on ag- 
gregate operations last year, not because it was 
primarily a coal producer, but because it was a 
coal producer which had had the foresight to 
diversify its business risks. 

Copper—Cerro de Pasco (16.8%)—One of the 
lowest cost producers in the world, due chiefly to 
the fact that its ores have an exceptionally high 
gold and silver content. 

Cotton Goods—Naumkeag Steam Cotton Co. 
(15.1% )—Concentrates its efforts chiefly upon 
sheetings and pillow cases, in which lines style 
changes are virtually nonexistent, and upon 
sateens. Many of these goods are trade marked 
lines, for which a stable demand has been cre- 
ated. Except in seasons when the prices of raw 
cotton fluctuate violently, this company can 
normally return a high profit margin. (Note 
that the percentage of gross saved for net in 
1926 was not quite 1/3 as great as in 1927.) 

Electrical Equipment—General Electric Co. 
(15.0%)—The largest producer of electrical 
equipment, and one of the most efficiently 
managed. 
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Food Products—Fleischmann Co. (30%); Coca- 
Cola Co. (28.2%); Canada Dry Ginger Ale 
(24.2%); Postum Co. (19.9%); Western Dairy 
Products (17.9%). 

The first 4 corporations in the.above list have 
certain characteristics in common: each is a 
leader in its own particular branch of the food 
products industry, from the standpoint of size; 
each, through effectively planned and executed 
national advertising, has managed to stimulate 
an increasing demand for its own trade marked 
articles; costs of raw materials in each case are 
relatively small, and price fluctuations in raw 
material markets are relatively unimportant, 
compared with ultimate selling price. Advertis- 
ing of trade marked brands creates a business 
situation which is monopolistic in a certain sense 
—the only Fleischmann’s yeast obtainable in 
this country is made by the Fleischmann Co.; 
the only Canada Dry Ginger Ale is made by the 
company of that name. 

Many attempts to create such monopolistic 
situations are made; by no means all of them 
are successful. 

Western Dairy Products appears to have 
achieved some real operating economies through 
the consolidation of a number of ice cream and 
other dairy products plants on the Western 
Coast. 
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Household Equipment and Supplies—Maytag 
Co. (23.6%)—The largest American producer of 
power-driven washing machines, output amount- 
ing to about a third of the country’s total. Prod- 
ucts are trade marked and nationally adver- 
tised. Has been one of the beneficiaries of the 
“electricity in the home” campaign. New sales 
and production plan may still further increase 
margin of profit in 1928. 

Eureka Vacuum Cleaner Co. (14.2%)—The 
largest producer of vacuum cleaners, 1927 output 
of such machines having amounted to about 27 
per cent of the country’s total. Eureka’s situa- 
tion is in many respects similar to Maytag’s. 

American Ice Co. (15.4%)—Largest company 
engaged exclusively in production and distribu- 
tion of ice. In certain of the territories in which 
it operates, it enjoys what is tantamount to a 
monopolistic situation. 

Lead and Zinc—Consolidated Mining and 
Smelting (32.2%)—One of the largest Canadian 
metal producers and smelters. Richness of ore 
bodies and operating economies have enabled 
the company to show a wide margin of profit, 
despite generally unsatisfactory prices for 
nonferrous metals. 

Machinery and Machine Equipment—National 
Supply Co. (33.7% )—One of the largest producers 
of equipment for the petroleum industry. Is an 
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old line company, and during more than 30 years 
of operation (with predecessors) has built up 
an extensive distributive chain and has im- 
pressed the trade with the intrinsic merits of its 
product. Controls certain valuable patents. 
Total income varies with prosperity in the oil 
industry, but margin of profit remains remark- 
ably high year after year. 

American Machine & Foundry Co. (20.6%)— 
Has virtual monopoly, directly and through sub- 
sidiary, of cigarette and cigar manufacturing 
machines. Due to commanding position, it is 
able to lease its tobacco products machines, 
rather than sell them outright; as number of 
machines in operation increases, margin of profit 
tends to increase even more rapidly. The com- 
pany has also been increasing its gross during 
recent years by extension of its activities into 
other branches of the machinery industry. 

Miscellaneous Mining and Smelting—Hecla Min- 
ing Co. (which stands at the very top of our list, 
with 41.7% of gross saved for net in 1927); 
Patino Mines (30.5%); Homestake Mining 
(20.6%). 

The character of ore reserves owned, and 
therewith the cost of production, governs the 
margin of profit in this industry (assuming ade- 
quate market prices for the product). 
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Miscellaneous Manufacturing—American Arch 
Co. (29.9% )—Prior to the expiration of this com- 
pany’s basic patent in 1926, it had a virtual 
monopoly in the production and distribution of 
arch bricks for fireboxes of locomotives and sta- 
tionary engines. Its depreciation policies (if 
any) are not known, so we are inclined to accept 
the computed figure reporting its margin of 
profit with considerable reservation. The com- 
pany has been meeting increasing competition 
since 1926, and its sales have been declining. 

Wright Aeronautical Corp. (22.0%); Curtiss 
Aeroplane & Motor Co. (19.7%). 

It is a well established economic principle 
that a new product normally comes upon the 
market at scarcity prices. This, we believe, con- 
stitutes the chief explanation for the wide 
margin of profit shown by the two leading pro- 
ducers of aeroplanes and motors. 

Miscellaneous Services—Bush Terminal Co. 
(32.5%); New York Dock Co. (32.5%). 

The business of these two concerns is similar 
—control and operation of dock and warehouse 
facilities in New York Harbor. Once such 
properties are financed and constructed, cost of 
operation runs abnormally low. 

Depreciation policies are peculiar. A consid- 
erable proportion of property value is repre- 
sented by land, which, of course (if it is strate- 
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gically located in a city such as New York), 
appreciates rather than depreciates over a period 
of years. Such land has monopolistic character- 
istics. Docks and warehouses do not depreciate 
nearly so rapidly as factory equipment. Thus 
the total depreciation charges of Bush Terminal 
in 1927 amounted to less than 1 per cent of the 
stated value of buildings, piers, etc., owned. 
New York Dock Co., in its official balance sheet, 
does not separate its buildings and land values. 
Depreciation in 1927 amounted to 1.07 per cent 
of total property value. 

We do not say that concerns of this character 
should charge greater amounts to depreciation 
each year; the question of land appreciation, and 
a balance between growing value here and deca- 
dence of land improvements, is a very nice one. 
We do, however, call attention to the fact that, 
were depreciation charges higher, the percentage 
of gross saved for net would decline. 

Office and Business Equipment and Supplies— 
Telautograph Corp. (31.6%); International Busi- 
ness Machines Corp. (27.9%); National Cash 
Register Co. (15.0%). 

Each of these three concerns is the leader in its 
own section of the field; each controls basic 
patents of great value. Telautograph, lke 
American Machine & Foundry, rents its equip- 
ment. 
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Oil—Houston Oil Co. (25.4%); Independent Oil 
& Gas (21.9%); Amerada Corp. (20.7%); Barns- 
dall Corp. (20.8%); Phillips Petroleum Co. 
(15.0%). 

For a wide variety of reasons, which are not 
important to the present argument, these cor- 
porations were more fortunate in 1927 than the 
general run of units operating in the oil industry 
—which, as a whole, was gravely depressed. 
Houston is rapidly developing its natural gas 
properties, therewith increasing its revenues. 
Independent, Barnsdall and Amerada greatly 
increased their outputs by development of new 
pools. Methods of computing depletion in the 
oil industry vary so greatly that conclusions 
based upon the reported earnings of the smaller 
units are always subject to question. 

Paper—International Paper Co. (16.2%); St. 
Regis Paper Co. (15.5%). 

These concerns increased their margins, not 
through direct operations as paper manu- 
facturers, but through extension into the public- 
utility field. It is estimated that around one- 
half of St. Regis’ net revenue is now derived 
from dividends and equities of public-utility 
companies. International Paper has been rap- 
idly developing its water-power resources. 

Radio and Musical Instruments—Victor Talking 
Machine Co. (15.0% )—is the largest and most 
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successful producer of talking machines and 
records. Its trade marked products have 
monopolistic characteristics. 

Zenith Radio Corp. (14.9%)—Produces high- 
grade receiving sets. It experienced a marked 
increase in sales in 1927, due chiefly to the grow- 
ing popularity of electrically operated sets. Note 
that on smaller volume of business in 1926, the 
margin of profit was much more narrow. 

Railroad Equipment—General American Tank 
Car Corp. (18.1% )—Manufactures and leases 
tank and refrigerator cars. The margin of profit 
necessarily varies with the volume of business 
handled, and volume varies chiefly with the 
quantity of oil and oil products turned out in any 
given year. Both production and consumption 
of oil and its products in 1927 set a new high 
record for all time. 

Retail Trade—S. S. Kresge Co. (15.1%)—Retail 
trade is normally a low-margin industry. 
Kresge’s remarkable showing can only be at- 
tributed to the especially effective policies of 
management which have been applied to that 
particular chain of stores. 

Sugar—Central Aguirre Sugar Co. (30.4%); 
South Porto Rico Sugar Co. (20.7%); Fajardo 
Sugar Co. (15.0%); Manati Sugar Co. (15.87%). 

The first 3 sugar companies above operate 
chiefly in Porto Rico, and owe their wide 
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margins of profit to the tariff differential. The 
fact that despite the grave depression in the 
sugar industry in 1927, 4 important companies 
were able to save 15 per cent or more of gross 
for net goes a long way in explaining, we believe, 
why the sugar industry as a whole has become 
overcapitalized and overdeveloped. When 
prices are above depression levels, the normal 
margin of profit in the industry is a wide one 
for efficient producers. 

Theaters, Moving Pictures, and Amusements— 
Madison Square Garden Corp. (15.0% )—Not only 
owns the huge Madison Square Garden exhibi- 
tion building, but promotes various sporting 
events. Enjoys what amounts to a monopoly on 
certain of these events, especially important 
prize fights and hockey contests. For this kind 
of entertainment patrons are willing to pay a 
fancy price. The company’s depreciation policy 
on its building is liberal. 

Tobacco Products—Congress Cigar Co. (15.8%) 
—Production costs have been greatly lowered by 
the introduction of machinery. All cigars are 
trade marked. 


Conclusions 


Throughout all of the foregoing, four themes 
predominate: size, monopolistic characteristics, 
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production costs, and selling price of goods. In 
the majority of cases, success in one or more of 
these accounts for the fact that certain cor- 
porations are able to report a margin of profit 
considerably above the average. Where other 
influences are at work, they are exceptional. 

Size.—On the average, the margin of profit 
(1.e., the percentage of gross income saved for 
net profit) tends to increase as the size of a 
given corporation increases. 

This, of course, is not always true. Some of 
America’s largest concerns have turned out to be 
grotesque failures, from a box office standpoint. 
It takes better than average management suc- 
cessfully to exploit great mass. Capable man- 
agement—exceptionally capable management— 
is an a priori assumption in the above and in all 
subsequent conclusions. 

The recently published study of Col. Leonard 
P. Ayres, comparing the profits of the largest 
concern in each line of business with the second 
largest, gives further substantiation to the con- 
clusion that it is the largest concern which ordi- 
narily enjoys the most favorable situation. 

Moreover, study of our complete table sub- 
stantiates the old principle that the margin of 
profit tends to increase as the amount of gross 
business increases from year to year. Not al- 
ways, but in the majority of cases, any concern 
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will show a wider margin of profit in year II 
than in year I if the total volume of business 
transacted in year II was greater than in year 
I. Another way of stating the same premise is 
to assert that net profit tends to increase more 
rapidly than total costs.. The most notable ex- 
ceptions occur in overdeveloped industries, 
where competition is especially keen, or at times 
when the price structure is unstable. 

Monopoly.—Possession of monopolistic or 
quasi-monopolistic characteristics tends to in- 
crease the margin of profit. 

It is high time to erase from the American 
mind the cartoon conception of monopoly as a 
great fat hoggish fellow who enriches himself 
by raising prices, thereby taking bread and but- 
ter out of the mouths of widows and orphans. 
That is an old-fashioned idea, and an old- 
fashioned system. 

To-day monopoly, or what amounts to mo- 
nopoly, is achieved in a great many ways. There 
are, of course, still a few almost complete mo- 
nopolies of natural resources. But not many of 
them. One type of the “new monopoly” is that 
enjoyed by the railroads and public utilities in 
their territories. Geographical location of a 
given concern’s industrial plants often gives 
what borders upon monopoly. Control of 
patents assuredly gives a monopoly over certain 
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types of goods. Control of trade names, brands, 
etc., gives a monopoly over certain other types of 
goods. A concern’s long continuance in a given 
industry, its establishment of the reputability of — 
its product, gives a kind of monopoly. Even 
that intangible item labeled “good will,” if it 
actually exists, gives monopoly of a sort. 

The current business conception of monopoly 
does not necessarily mean complete control, but 
rather limited control in a limited field. The 
greater this control, the greater the effect upon 
the margin of profit. Monopoly or quasi-mo- 
nopoly must be cashed in if it is to achieve its 
ultimate profits possibilities; it must be success- 
fully exploited. And it is also important to re- 
member that no monopoly of the sort that we are 
here considering is ever secure; it is always 
threatened by competitors, and is often upset. 

Production Costs.—The theory of every im- 
portant business merger is that the consolidated 
concern will be able to reduce production costs, 
therewith increasing the margin of profit. Size 
plays a part in this aspect of the problem. It is 
so obvious that the margin of profit widens as 
production costs decline that one hardly need 
pause to give the principle even passing con- 
sideration. 

It is to the point, however, to note the dif- 
ference in the determination of production costs 
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in (a) extractive lines and (b) all other lines 
of industry. In the former case, costs are mainly 
determined by nature—or, one might say, by 
luck. The character and location of the re- 
sources that are being exploited constitute the 
deciding factor. Intelligence of management 
can always add something to the solution of the 
cost problem, even in the extractive industries. 
But such a program has its obvious limits. 

In nonextractive industries, it is the intelli- 
gence of management which becomes the domi- 
nant factor in costs. Shrewd buying of 
raw materials and scientific engineering and pro- 
duction methods will, even for a relatively small 
concern, always have an important bearing upon 
the margin of profit that can be achieved. 

Selling Price.—Being in most cases determined 
in competitive markets, selling prices are in the 
main beyond control of American industry. 
Most prices are determined for the producer, 
rather than by him. Better results have been 
attained in recent years by concentrating on pro- 
duction costs than by trying to control market 
prices. 

Yet market price is, obviously, at all times one 
of the vital factors in establishing the margin 
of profit. Broadly speaking: 

Large corporations have better control over 
selling prices than do smaller ones; 
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Corporations possessing monopolistic or quasi- 
monopolistic characteristics have better control 
over selling prices than those not possessing such 
characteristics ; 

The margin of profit will average out the 
highest, by and large, in times of relatively stable 
general prices; 

Violent rises in commodity prices bring only a 
temporary enhancement in the margin of profit, 
and if the rise goes far enough soon begins to 
penalize margins; 

Violent declines in prices gravely penalize 
margins, regardless of whether such declines 
begin first in the prices of raw materials or of 
finished goods. 

To all of the principles exceptions can be 
taken. We believe them to be valid on the aver- 
age and over the long term. We are especially 
impressed with the fact that what industry 
needs, if it wishes wide margins, is stable prices 
at an adequate level, despite the fact that many 
business men still cling to the belief that what 
they want is rising prices. 

Margins of Various Industries—Is there any- 
thing in the foregoing data to substantiate the 
assumption, now generally held, that the margin 
of profit in certain lines of business is habitually 
wider than in others? 

It is our belief that there is ample support for 
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this contention. The accompanying table, re- 
porting the percentage of gross saved for net by 
leading concerns in various lines, throws at least 
some light on this question. The table is far 
from complete, and the number of reporting con- 
cerns in some lines is so-small as to make the 
figures merely suggestive, rather than conclu- 
sive. The reason the table is not more complete 
is a simple one; data to make it more complete 
are not available. 

In view of the preceding discussion, analysis 
of this table becomes superfluous. The same 
factors which control the margins of individual 
concerns likewise control the margins of leading 
groups of concerns. 

There has always been, in the past, a general 
long-term tendency to overcapitalize, and to set 
up conditions of overdevelopment and over- 
competition, in lines of industry which habit- 
ually return the widest margins of profit. 

Moreover, one should not confuse the term 
“margin of profit”? with “prosperity” or “profit- 
ableness.” Many corporations which operate on 
a very narrow margin are highly profitable enter- 
prises. Large volume on a narrow margin of 
profit will achieve the same end as smaller 
volume on a wider margin. But the most con- 
spicuously and spectacularly successful con- 
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cerns, of course, are those which can achieve a 
large volume on a wide margin. 

Finally, it must be remembered that the 
margin of profit customarily varies not only 
from industry to industry, but that it varies 
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Margin of Profit by Representative Concerns in 
Different Lines 
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11 Building Equipment & Supplies...... 10.2 i) 
10 Miscellaneous Manufacturing ........ 8.2 9.0 
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radically within any given industry. It is quite 
significant that, in an industry as gravely de- 
pressed as the cotton goods industry was in 1927, 
at least one producer could show a 15 per cent 
margin on sales. 

There is usually a predominating trend 
throughout a single industry at any given time, 
but the results of wise management tend toward 
a level above the average, while the results of 
less efficient management tend to fall below the 
average. The chart on page 78 preceding, re- 
porting the 1927 margin of profit returned by 18 
concerns operating in the food products in- 
dustry, graphically illustrates this point. 


B—STUDY OF CORPORATIONS WHICH SAVED 
LESS THAN 5% PER CENT OF GROSS 
FOR NET 


The first section of this chapter, dealing with 
the percentage of gross saved for net by leading 
industrial concerns, gave especial attention to 
the 50 corporations—on our list of 235—which 
reported the highest percentage of gross saved 
for net in 1927. 

This section will focus attention upon the con- 
cerns which reported relatively the smallest 
margins, or which reported minus margins (def- 
icits). It will deal especially with the 71 com- 
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panies, on our full list of 235, which reported 
less than 514 per cent of gross saved for net. 

For convenience, and to avoid the necessity of 
reference back to the earlier discussion, the list 
of those concerns which reported margins of 
less than 514 per cent. is presented again on 
pages 98-101 immediately following. As re- 
printed, this list has been arranged according 
to industrial divisions. 

And having in the earlier portion of the 
analysis worked from specific facts to general 
principles, it will be unnecessary to go over the 
same route again. A reverse process will be 
adopted: we shall seek to work from general 
principles back to specific facts; to see whether 
the general principles earlier outlined will stand 
the test of new facts; to see whether additional 
generalities will likewise stand the test of new 
facts. 

In the preceding section, particular stress was 
laid upon the importance of size, monopolistic 
or quasi-monopolistic characteristics, production 
costs, and selling prices. It was contended that 
the largest corporations, the ones that possess 
monopolistic attributes, the ones that have the 
most secure control over their costs, or the ones 
that have the greatest control over, or the great- 
est good fortune in respect to, their selling prices, 
are normally among those which report the 
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highest margins of profit. Does study of the sit- 
uations of the 71 concerns on our list which re- 
ported margins of less than 514 per cent in 1927 
substantiate or nullify any of these principles? 

Size.—Only a few of the corporations included 
in the list of 71 that saved less than 514 per 
cent of gross for net in 1927 are the leaders, or 
the largest, either in their own particular in- 
dustries or in their branches of a given industry. 

A total of 23 industrial classifications is repre- 
sented in this list. If, for reasons which will 
shortly become obvious, we momentarily omit 5 
of these broad classifications—coal, food prod- 
ucts, oil, miscellaneous services, and retail trade 
—it is entirely true that all the concerns in the 
other 18 classifications are, with only 3 excep- 
tions, relatively small. 

In fact, taking the entire list of 71 corpora- 
tions and omitting only the 10 largest, the total 
gross income of the remaining 61 was just about 
equal to the gross income of the General Motors 
Corporation alone in 1927. 

There is also significance in the comparative 
sizes of the gross incomes, as between the years 
1926 and 1927, of the group that reported the 
widest margins of profit and the group that re- 
ported the smallest margins. 

The total gross of the 50 concerns that re- 

(Continued on page 101) 
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71 Industrials (Selected from List of 235) which 


Reported Profit Margins of Less 
Than 514% in 1927 


Apparel 
% of Gross 
Saved for Net 
1926 1927 
Philfips-J ones’ Corp. anche mre ees 4.89 5.14 
Tpawicl (Mills. eee cea 4.13 d6.77 
Automobiles and Trucks 
Stutz Motor: Car @0. pee see ee one aes 4.27 4.10 
Gardner Moter Con. J.58 ee eee 0.42 d2.55 
White: Motor: Cost eee ste eee 3.35 d2.73 
Yellow Truck & Coach Mfg. Co. ....... 2.56 d3.27 
Peerless Motor Car Corps. ti..seceoe 4.75 d5.16 
Graham-Paige Motors Corp. .......... 1.36 19.40 
Automobile Parts and Accessories 
Kelsey-Hayes Wheel Corp............. 4.53 4.42 
Nartin- Party, Corp... is ree eae 9.58 0.24 
Automobile Tires 
Ajax Rubber Co, einer: sacs eee d0.14 3911.80 
Building Equipment and Supplies 
Walworth. Gos. eos, sec seca serene 4.59 4.48 
Coal 
Consolidation Goal (Cowen: ca atess. oe 8.89 5.00 
Blk Horm. CoalCorpst aas.can ete 16.40 5.00 
Pittsburgh’ Cosl-Co. ese ae eee d3.76 d2.68 
Phila. & Reading Coal & Iron.......... 2.65 d6.73 
Pittsburgh Terminal Coal Corp. ....... 5.82 d14.90 
Pennsylvania Coal & Coke Corp........ 0.30 d17.10 
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Copper 
% of Gross 
Saved for Net 
1926 1927 
Calumet & Hecla Cons. Copper Co...... 10.20 4.07 
Granby Cons. Mining Co. ............ dBi d8.38 
United Verde Extension Co. .......... 3.77 d8.65 
Cotton Goods 

BPACUUC EI San wect tat Ate eee ie oe oe 0.49 5.40 

Food Products (Other Than Meat) 
MOHtRErN a Aalrieg-1nG.et sob on oa ee es. « 8.90 5.47 
PeORGAD CWA thse ng cosh chs seca aaae 1.87 5.45 
Benen te Orer tt oe ee Aa ne fete h eas 5.46 5.38 
BUS OUT gE lOUTs Mills 2, ctr. fo a ccs stele ac 3.07 4.64 
Dweess COs Ol AMETICA «<.cciie oe witless oe 3.12 3.82 
Wasnbum Crosby: Co, 2. .ncccsueee cas 1.78 3.33 
Kraft-Phenix Cheese Co. ............. 2.26 2.45 

Household Equipment and Supplies 
Williams Oil-O-Matic Heating Corp.... 22.60 d2.59 

Machinery and Machine Equipment 
Worthington Pump & Mach. Corp...... 2.16 3.63 
Plas) ACKTWOPD. dean sow oe oui pees 2 0.50 d2.73 
Transue & Williams Stl. Forg.......... d4.85 0.40 

Meat Packing 

CUAa ive PACKING CO mm. tactetes 4.00 4 2.56 1.82 

Miscellaneous Mining and Smelting 
Federated Metals Corp: ............5.% 0.00 1.61 

Miscellaneous Manufacturing 

National Enamel. & Stamp. Co........ 251 2.34 
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Miscellaneous Services 


% of Gross 


Saved for Net 
1926 1927 
USS? Distributing Corp: eee cosmos 3.43 3.01 
Commercial’ Credits Co: ays cicene Gates 1.28 wel 
Commercial Invest. Trust Co. ......... L738 1.63 
American Railway Express Co.......... 0.78 0.76 
Oil 
Tides Water Oil Codn7 cua nee ese cana? 8.40 4.94 
Simiis Petroleum Qos 2.26 < sre ve one tierra 18.30 2.47 
Atlantic Refining Com i.vses<seceeees 4.97 2.34 
Fexas,. Paciie Coal& On Cot. tis a. ones 18.40 0.86 
Panhandle.Prod? &sRet:Colsess.. oa. d1.92 0.82 
Marland OniGe gece ens sch acca: ecaaere 13.60 d11.00 
Superior, Ost Corn, wales ce tat cee 3.48  d22.90 
Railroad Equipment 
Lima Locomotive Works, Inc. ........ 9.41 d2.92 
Retail Trade 
Metropolitan Chain Stores ............ 4.81 5.46 
Grenit (We Y Gosssebe oes eee 5.91 5.33 
Arnold: Constable Corn. sa... oes ee 3.19 5.29 
American Wholesale Corp. ........... 3.91 5.20 
National bens Ootcc tc. atch asters ce creer 2.96 3.49 
Bloomingdale=Bros, 22.2. eee 5.18 3.30 
National Dept.) Storess..0 anos conte oe 3.44 3.04 
Kroger Grde, Wa Bak Come cane 2.81 2.70 
Pender (David) Grocery Co. .......... 2.70 2.54 
Gimbel\Brog. aces ee ae eae 2.74 1.21 
National Bellas Hess\Cors). 5). eee 0.79 0.90 
Kresge. Depin Stores. (nce. ene d3.73 d3.47 


Consolidated Distributors, Inc. ........ 3.98 
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Shipping and Shipbuilding 


% of Gross 
Saved for Net 
1926 1927 
Intern’] Mercantile Marine Co. ........ 0.01 4.88 
BICCUrIP A BORUIGO.olee on en cst aos oe isis 10.00 3.96 
American-Hawaiian 8. S. Co. ........ d7.92 2.31. 
Supmarme: Boat Corp. .215. 02.5 cen d3.15 417.30 
Silk Goods 
Century Ribbon -Mills, Inc. .......... d3.91 1.89 
Steel 
Superior Steel Corp. -..656 060 0scs0 ows 6.15 d1.04 
Theaters, Motion Pictures, and Amusements 
Universal Pictures Ca. Inc....:)........ 7.05 5.48 
SWIG MGXCHADOG ANC... os caldwee «oe aes 5.89 d1010 
Woolen Goods 
Ar ioron s\lillehewrasc a, oe haan eee aes 0.33 V16 
Pioaliton tVVOOlen. 0. ne 6 cts ew oe eee ee d1.40 d12.60 


d=Deficit. 


ported the widest margins was 9 per cent larger 
in 1927 than in 1926. 

The total gross of the 71 concerns which 
showed the narrowest margins was 8 per cent 
smaller in 1927 than in 1926, 

The contrast still remains valid—but in some- 
what lesser degree—if General Motors (the 
world’s largest industrial concern) is omitted 
from the wide-margin list, and if the 24 concerns 
which showed a deficit in 1927 are omitted from 
the narrow-margin list. 
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It is almost invariably true that a slump in 
gross income in any given year 1s accompanied 
by a scaling down of the margin of profit. The 
reason lies in the fact that costs cannot ordi- 
narily be reduced with sufficient rapidity to 
counterbalance the shrinkage in gross. 

Monopoly.—With less than a dozen exceptions, 
none of the corporations on our list of narrow- 
margin concerns possesses any important mo- 
nopolistic characteristics other than the control 
of certain trade-marks and patents. Possible or 
partial exceptions are: 


SourHerN Dairies, which has a dominating posi- 
tion in certain of the territories that it serves. 

BorpEN Co., which in the service of fresh milk to 
New York City has only one large-scale rival, and 
which works out a somewhat similar situation in 
nearby suburban districts. 

U. S. Distrrsutine Corp., which has monopolis- 
tic control of contracts for the transfer of freight 
landed by certain railroads at the Port of New York, 
as well as monopolistic contracts for other types of 
trucking service. 

AMERICAN Rattway Express Co., which has a 
complete monopoly of railway express service, but 
which relies upon the volume of its business, rather 
than upon the margin of its profit, to return ade- 
quate earnings. 

The moving picture concerns possess monopolistic 
right to exhibit their wares in certain theaters, but 
hardly ever is it true that these theaters are the only 
ones available to the theater-going public in a given 
community. 
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Thus in only one of these exceptional cases is 
the monopolistic characteristic a complete one. 
For all practical purposes, and excepting only 
the complete control of trade marks and patents, 
it may be asserted that the list of 71 narrow 
margin concerns is a nonmonopolistic list. 

Production Costs and Prices—These two 
factors are merely different aspects of the same 
problem. No production costs are penalizingly 
high if selling prices are still higher. The in- 
ability to effect a nice adjustment between the 
two factors is in many lines of business the chief 
reason for inadequate margins, and at all times 
is one of the chief reasons for business de- 
pression. 

It is instructive to observe how these factors, 
in different ways and in various combinations, 
affected the margins of profit of specific con- 
cerns in 1927. 

(1) Abnormally low selling prices or rates for 
service were principally responsible for the 1927 
depression in the Coat, Or and SHIPPING trades, 
and for the fact that so many specific concerns 
in each of these basic lines suffered sharp reduc- 
tions in margins. 

(2) In the AppareL, Corron Goops, SILK 
Goons, and WooLEeN Goops lines it was the in- 
stability of prices, more than their level that 
worked the greatest harm. Costs of raw 
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materials fluctuated over a wide range; the 
prices of finished goods followed raw material 
costs sluggishly and irregularly; for no consider- 
able period of time could an adequate adjust- 
ment between costs and selling prices be main- 
tained. ; 

In the cases of all 7 of the industries named 
above, overproduction, either of raw materials 
or of finished goods or of services offered, con- 
stituted the chief price menace. 

(3) The problem takes still another angle in 
the case of certain sections of the AUTOMOBILE 
industry, and of the M1nrne@ trades. 

It assuredly cannot be said that 1927 auto- 
mobile prices were not adequate for the general 
run of efficient producers; it will be recalled that 
both General Motors and Packard won margins 
of 16 per cent or better, and numerous other car 
producers operated on a margin that was higher 
than the average. 

Yet our list shows that one motor car com- 
pany operated on a 4.1 per cent margin, and 
that 6 other well-known producers returned a 
deficit. Compared with the volume of business 
which they were able to win, and the going prices 
which they were able to get for their products 
in a competitive market, their production and 
selling costs were simply too high to return an 
adequate profit. 
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The same is true of various mining concerns. 
Metal prices were reasonably good in 1927, as 
is demonstrated by the considerable number of 
producers who won really handsome margins. 
But even at the going level of prices, not a few 
concerns found that their production costs were 
too high to permit a satisfactory return. 

Other Causes for Depression.—There were also 
a few industries in 1927 which suffered depres- 
sion for reasons that were directly chargeable 
neither to prices nor production costs, as well 
as certain individual concerns which suffered a 
heavy loss in margins because they were in one 
way or another dependent either upon depressed 
industries or upon other concerns which were 
temporarily in difficulties. 

THe Rattpway EQuipMENT industry, for ex- 
ample, was not depressed because prices of 
locomotives and freight cars were too low, nor 
because costs (if measured by anything like 
normal standards) were too high. It was de- 
pressed merely because the railroads cut their 
purchases of new equipment down to the mini- 
mum. : 

The SHIPBUILDING industry was depressed for 
asimilarreason. There is still a surplus of ships 
left over from the war period. New ship con- 
struction in America has been at a low level since 
1920. Prices and costs are operative, but only 
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in an indirect way. The shipbuilders could not 
show a fair profit mainly because of the scant- 
ness of the business that was to be had at any 
terms. 

At least two important concerns on our list, 
aside from those operating in the oil industry 
proper, had their profits cut down because of 
the depression in that industry. A substanial 
portion of the product of the WaLwortH Manu- 
FACTURING Co. is used in the oil fields; the same 
is true of WortHINGTOoN Pump & MACHINERY 
Corp. 

And two other concerns suffered because of 
the 1927 collapse in production at the Ford 
Motor Co’s plant: Marrrn-Parry Corp. 
formerly devoted a great part of its capacity 
to the manufacture of commercial bodies for 
Ford, and this motor producer likewise was a 
large customer of TRANSUE & WILLIAMS STEEL 
ForGina Co. 

Miscellaneous Causes.—Other miscellaneous 
causes of narrow margins in specific cases in 
1927 were: 

(a) Changes in style. The leading product 
of Ipswicn Mitts has been circular knit ladies’ 
hosiery, but the ladies now demand the full- 
fashioned variety. Two of the products of 
ATLAS Tack Corp. have been tacks and shoe eye- 
lets; carpets have been taken up and stored in 
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the garret; low-cut shoes, which have almost en- 
tirely replaced the high ones in this country, take 
not half as many eyelets per pair as the old 
styled shoe. 

(b) Abnormally but probably temporarily 
high costs due to special circumstances. KELsEY 
Hayes WHEEL Corp. found its consolidation 
program more expensive than had been hoped 
for. PuHruuips-Jones Corp. made heavy ex- 
penditures financing its expansion program. 
WiturAms Orn-O-Matic Heatine Corp. found 
the competitive situation in the oil burner in- 
dustry not to its liking, and was obliged to 
develop a new type of product and to make ab- 
normal sales expenditures. 

(c) In a few other cases changes in manage- 
ment proved temporarily disruptive. And in ad- 
dition there were various other individual situa- 
tions which arose to check profits, but which 
need not be gone into here because they illus- 
trate no basic principles. 

When all is said and done, we come once more 
to our four most important determinants of the 
variations in the margin of profit: size, monop- 
oly or quasi-monopoly, production costs, and 
prices. As has been pointed out in the para- 
graphs immediately preceding, there are numer- 
ous other causes for unsatisfactory margins, but 
none of these is ordinarily of transcending sig- 
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nificance, so far as the great bulk of industrial 
companies is concerned. 

Size does not vary much from year to year: 
the largest producer of product X in 1927 is quite 
likely to be the largest producer of that same 
product in 1928 and 1929... 

Monopolistic privileges vary somewhat more, 
but in most cases essential changes in this re- 
spect come about quite slowly. 

Costs and prices are the most active variables 
in the profits equation. In the majority of cases 
(note important exceptions following) a forecast 
as to whether an individual corporation’s margin 
of profit 1s to become more or less satisfactory 
must pivot directly upon a forecast as to whether 
firmer control over costs and prices can be 
gained, or whether existing control is to be lost. 

When Narrow Margins Are Recompensed for by 
Large Volume.—We now may turn attention 
to those industries and classes of concerns which 
do not depend so much upon the margin of profit 
for the total of their net earnings as they depend 
upon the volume of the product produced or dis- 
tributed, or upon the rapidity of turnover. 
Typical examples of the narrow margin, large 
volume lines are: 

Retain TRADE in all of its leading divisions; 

Certain branches of the Foop Propucts in- 
dustry, and especially FLour Mituina. 
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Certain branches of the MusceLLANEous 
SERVICES industry, and especially that branch 
generally referred to as FINANCING and repre- 
sented on our list by CommeErciAL Crepit Co. 
and CoMMERCIAL INVESTMENT TRUST. 

All of the basic principles which we have noted 
as being the chief determinants in the margin of 
profit for the general run of corporations enter 
in here. Certainly size is a vital factor. Mo-_ 
nopolistic possession of trade-marked brands 
and locations is essential. Costs and prices, es- 
pecially when prices are changing rapidly, be- 
come dominant influences. 

But the main quest is always for volume or 
for rapidity of turnover. Except in periods of 
grave price irregularities, volume is the index 
to total profits in cases of this type. Volume, 
and volume alone, recompenses for a narrow 
margin. And hence, although a wide margin of 
profit is not always necessary to insure adequate 
total profits for a given corporation, it is almost 
always necessary unless it is recompensed for 
by large volume. 


Opinion 


The computation of the income account of 
every corporation, indeed of every business con- 
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cern of every kind and degree, begins with gross 
income. 

Gross income is a variable. It varies not 
only from corporation to corporation, but the 
gross of a given corporation often varies mate- 
rially from year to year. - 

Net profit is also a variable. It varies not 
only in response to changes in costs and selling 
prices, and for other miscellaneous reasons, but 
it likewise varies in response to variations in 
gross. 

Competent security analysis must always 
start from a knowledge and explanation of what 
has occurred in the past. On the basis of such 
knowledge and explanation, the analysis pro- 
ceeds to an estimate of future probabilities. And 
on the basis of analysis of the past and the 
estimate of the future, decisions are made which 
result in the surrender of a security which a 
given individual holds, or in the retention of 
that security, or in a new purchase of that secu- 
rity. Such decisions, in any single year, involve 
the transfer not merely of millions, but of 
both gross and net income. 

Without any reservations whatsoever, we take 
the position that, so far as it relates to an in- 
dividual corporation, no thoroughgoing analysis 
of any security market situation can be made 
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unless it includes a study of the past trends of 
both gross and net income. 

An official income account statement which 
omits to state gross income is an incomplete 
statement, and the security owner who does not 
have knowledge of the trend of the gross income 
of the corporation in which he is interestéd lacks 
a vital element in the factual basis upon which 
he reasons out his future course of action. 

Stock Exchange’s Position.—Not only the New 
York Stock Exchange, but every other security 
exchange which has in effect become a public 
institution, can be of vast service to American 
security owners by insisting that they have com- 
plete income accounts made available. 

The New York Stock Exchange has already 
gone far in this direction. We are informed 
that a corporation which now applies for the 
listing of its securities is obliged to show a strong 
ease if the Exchange authorities allow it the 
privilege of declining to report its gross. 

Unhappily, requirements on most of the so- 
called “outside” exchanges are much less rigid. 
And it is also true that even the New York Stock 
Exchange has no power whatsoever over the cor- 
porations which listed their stocks in the period 
before requirements relative to a statement of 
gross became as exacting as they are at the pres- 
ent time. 
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But the New York Stock Exchange is a power- 
ful institution. In its actions and requirements 
(if they are just) it sets up standards of respect- 
ability to which, over a period of time, even 
those corporations which are not obliged to do 
so tend to conform. In this way, by vigorously 
insisting upon complete financial statements—if 
it is so inclined to do—it can exert a moral as 
well as an active pressure. 

And those outside exchanges which have not 
yet gone so far in their requirements as the New 
York Stock Exchange has gone, must, if confi- 
dence in them as public institutions is steadily 
to increase, devote more and more attention to 
the viewpoint of the security owner who is striv- 
ing to make economic decisions based upon 
actual fact, rather than upon fancy, guess, or 
hearsay. 

Some Exceptions.—Note that in the foregoing 
the statement has not been made, at any point, 
that every corporation, the securities of which 
are offered to the public to buy and sell, should 
make public a statement of its gross income. 
That would be both a rash demand and a stupid 
one. Without doubt there are individual cases 
(how many we do not attempt to estimate) in 
which, due to competitive or other governing 
circumstances, regular publication of the gross 


PERCENTAGE OF GROSS INCOME 1138 


income item would be actually inimical to the 
best welfare of stockholders. 

But the valid exceptions are probably much 
less frequent than they are generally assumed 
to be. And the stockholder who has the oppor- 
tunity to watch and compare the trends of both 
GROSS and NET INCOME from year to year is in a 
better position to make an intelligent decision as 
to whether he will hold, sell, or buy a given cor- 
poration’s securities than is the stockholder who 
is obliged to be content with an INCOMPLETE 
financial report. 


CHAPTER VI 


THE DISTRIBUTION OF NET PROFIT 


BroaDLy speaking, it may be said that the 
aggregate net profit of the large group of leading 
industrial concerns here under study was dis- 
tributed somewhat as follows in 1927: 

10 Per cent consumed by fixed charges. 

10 Per cent consumed by preferred dividends. 

55 Per cent consumed by common dividends. 

5 Per cent consumed by miscellaneous charges 


and adjustments. 
20 Per cent theoretically available for surplus. 


These are round terms, presented only with 
the idea of giving a bird’s-eye view of how 
profits were consumed. The exact percentages 
are set forth in the tables on the following 
pages. 

Due to the decline in net which occurred in 
1927, as compared with 1926, it is to be gravely 
questioned whether the distribution shown 
above is a typical one, even for a year of normal 
prosperity. 

Indeed, in an earlier chapter, the opinion was 
expressed that while the amount paid out for 
common dividends in 1927 might not have been 

114 


THE DISTRIBUTION OF NET PROFIT 115 


dangerously great for that particular year, and 
while the amount left available for surplus might 
not have been dangerously small in that particu- 
lar year, still the former item was much too large 
and the latter item much too small to be ac- 
cepted as criteria for a period of years. 

Although standards of measurement are ad- 
mittedly lacking, we lean to the opinion that the 
distribution of net profit in 1926 was in much 
more conservative balance, and was much more 
typical of safe and average prosperity-time per- 
formance, than was the 1927 division. Round- 
ing off the data to the nearest multiple of 5, the 
1926 distribution was roughly, as follows: 


10 Per cent consumed by fixed charges. 

10 Per cent consumed by preferred dividends. 

45 Per cent consumed by common dividends. 

5 Per cent consumed by miscellaneous charges 
and adjustments. 

30 Per cent theoretically available for surplus. 


The essential difference in distribution for 
these two years, it will be noted, is in the 
amounts paid to common stockholders and avail- 
able for surplus. Common dividends rose to 
some extent actually in 1927 as compared with 
1926, but to an even greater extent they rose 
relatively—relative to the total of net profit. | 
The sum carried to surplus in the later year was 
necessarily scaled down accordingly. It was the 
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variation in the AMouNTv of net profit which ac- 
counted for the greater portion of the variation 
in the DISTRIBUTION of net. 

Distribution By Various Lines.—Tables 14, 15, 
and 16 are for the most part self-explanatory. 
They show how the leading companies in vari- 
ous lines of business disposed of their aggregate 
profit in 1927. In the main, they constitute 
not much more than rough standards of meas- 
urement, but presumably better than no stand- 
ards at all, inasmuch as corresponding data, cov- 
ering such a wide range of industrial divisions 
and of such recent date, are not elsewhere avail- 
able, so far as our knowledge goes. 

One explanatory point, however, may be to 
the purpose of those who study these group 
totals. Data for each group are based upon 
an aggregate situation, applicable to all of the 
corporations falling in that group which are on 
our list. For example, take the second entry in 
Table 14, reporting that 11 coal companies paid 
out, in the aggregate, 95.7 per cent of their net 
profits for fixed charges in 1927. This simply 
means that the sum of the fixed charges of all 
eleven of these companies was 95.7 per cent of 
the sum of their net profit. 

It does not mean that each of the 11 coal com- 
panies that were studied had a funded debt. 
Two of them, as a matter of fact, had no funded 
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debt whatsoever. But we have gone on the as- 
sumption that we will come closer to reporting 
an actual aggregate (or average) situation 
throughout a given industry if we deal only with 
totals, and do not attempt, in this phase of the 
study, to make nice individual distinctions. 

The utility of the tables, if the aggregates are 


TABLE 12 
The Distribution of Net Profit—1926 and 1927 


544 INDUSTRIAL CORPORATIONS, INCLUDING GENERAL 
MOTORS AND U. S. STEEL CORPORATIONS, BUT EXCLUDING 
STANDARD OIL CO. OF NEW JERSEY BECAUSE OF READJUST- 
MENT WHICH OCCURRED IN THAT COMPANY’S CAPITAL 


STRUCTURE. 
Ops 
Amount % of Amount % of 
(Millions) Net Profit (Millions) Net Profit 
Fixed charges...... 224.29 833% 235.10 9.66% 
Preferred dividends. 245.49 9.11 238.03 9.78 
Common dividends.1,268.84 47.10 1,354.77 55.64 
Carried to surplus.. 787.20 29.22 472.68 19.41 
Misc. charges...... 168.24 6.24 184.12 5.51 
UNS ah C180) 01 are 2,694.06 100.00 2,434.70 100.00 


542 INDUSTRIAL CORPORATIONS, EXCLUDING GENERAL 
MOTORS AND U. S. STEEL CORPORATIONS. 


1926—_——_ 1927. 
Amount % of Amount % of 
(Millions) Net Profit (Millions) Net Profit 
Fixed charges ..... 205.82 8.68% 217.03 10.37% 


Preferred dividends. 212.62 8.96 203.70 —-9.73 
Common dividends.1,129.33 47.60 1,170.12 55.89 
Carried to surplus. 761.28 32.08 BOL.21 wel vine 
Misc. charges ..... 63.64 2.68 141.50 6.76 
INGE DrOht?.ta. a5. : 2,372.69 100.00 2,093.62 100.00 


118 CORPORATION PROFITS 


to be used in contrasting individual situations, 
is in no wise vitiated by this method of com- 
putation. The common stockholder in a coal 
company which had a funded debt of zero in 
1927 does not need to be informed that he was 
considerably better off than the average coal 
company stockholder, any more than the share- 


TABLE 13 
The Distribution of Net Income—1926 and 1927 


544 INDUSTRIAL CORPORATIONS. IT WILL BE RECALLED 
THAT WE HERE USE THE TERM NET INCOME TO DESIGNATE 
THAT PORTION OF NET PROFIT THAT REMAINS AFTER FIXED 
CHARGES HAVE BEEN CARED FOR. NET INCOME IS THE 
PORTION OF NET PROFIT THAT IS AVAILABLE FOR COMMON 
AND PREFERRED STOCKHOLDERS, AND SURPLUS. 


Amount % of Amount % of 
(Millions) Net Income (Millions) Net Income 


Preferred dividends. 245.49 9.94% 238.03 10.82% 
Common dividends.1,268.84 51.87 1,354.77 61.59 
Carried to surplus. 787.20 31.87 472.68 21.49 
Misc. charges ..... 168.24 6.82 134.12 6.10 
Net income .....< 2,469.77 100.00 2,199.60 100.00 


542 INDUSTRIAL CORPORATIONS, EXCLUDING GENERAL 
MOTORS AND U. S. STEEL CORPORATIONS. 


Amount % of Amount % of 
(Millions) Net Income (Millions) Net Income 


Preferred dividends. 212.62 9.81% 203.70 10.86% 
Common dividends.1,129.33 52.12 1,170.12 62.35 
Carried to surplus. 761.28 35.13 361.27 19.25 
Misc. charges ..... 63.54 2.94 141.50 7.54 
Net income ...... 2,166.87 100.00 1,876.59 100.00 
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holder in a company which had to pay out 200 
per cent of net profit in fixed charges needs to 
be told that the value of his shares is consid- 
erably less than the value of the shares of the 
company which made only average payments 
for fixed charges. 

A later chapter will deal exclusively with 
funded debt, and in that section of the study 
we shall differentiate between those concerns 
which have no funded debt and those which do 
have such prior obligations. For this reason also, 
it will be unnecessary to give more extended at- 
tention to the funded debt situation for the 
moment. 

Senior Obligations.—But there is grist for our 
mill in Table 15, reporting the total amounts (in 
percentage terms) paid out to bondholders and 
preferred stockholders together. In the aggre- 
gate, our full list of 544 concerns paid out 19.4 
per cent of net profit to these classes of security 
owners in 1927. Why did the leading companies 
in some lines of business pay out so much more 
than the average, while others paid out so much 
less? 

Consideration may first be given to those 
lines which, as reported in Table 15, made pay- 
ments to bond and preferred stockholders which 
were well above the average: 
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TABLE 14 


Percentage of Net Profit Paid for Fixed Charges in 
1927 By Various Groups 


Compattes sot Peel Charges 
Included INDUSTRY in 1927 
4) Woolen’ G60d8 292) oct sou ceeusaui = eae « 129.00% 
Lie Cogl eietoe ae ho eee ware ae mee 95.70 
7 Shipping and Shipbuilding er otee aie ee 42.00 
LS SOU AL Aa: Gio ae aati Ue ite acetate ore he ote oe 36.10 
SADR 3s oy oq teldece slg ee wate aria aes 35.40 
T= Cotter GOOdsr attest csti eee sete teas 31.10 
14 Theaters, Moving Pictures, and Amuse- 
MGNUES Ft sae ey ae a aint ens 29.10 
9 SAutomobiles Liresen sts cactsavaa.c ecu 28.00 
3° OMeat-Packing se. co. stent <i e tog to niet 25.00 
21 eotecielexcloUle Sa Stellen. ke ar. sane 25.10 
477 Oille* GOOdSs mpices glee cet ae sate ee 21.60 
Jo aoteel (incl Ul Sz Steels eee. ay caer 20.80 
Tis COPPER S27 artaees eevee coe terete ones 16.70 
STO Lis Se raster rcicaoen Gace te eee ee 14.10 
13. *Railroad Maquinment: a. .¢seeesses. 2 te 8.29 
14." Miscellaneous. Service 2... .... 0.0.5.5 0 8.19 
9 Drugs, Medicines, Cosmetics, ete....... 8.17 
24 Machinery and Machine Equipment.... 7.98 
14 Misc. Mining and Smelting........... 7.43 
31 Building Equipment and Supplies ..... 7.30 
TSS APPOrels re vce setae reer eae te ieee or eee 7.02 
23 Automobiles (excl. Gen’! Motors) ..... 6.83 
17 Fobaccosrroducts: ..- rs eae eee 5.08 
14 Household Equipment and Supplies.... 4.51 
36> Moods Produchsey ses, a otk ne a eran 3.64 
7. Agricultural Implements). po.) se soe. 3.56 
33 Miscellaneous Manufacturing ........ 3.32 
6 Electricals Houipmentia. +72 ae oe 3.31 


51 Retail Trade—Chain and Dept. Stores, 
CUE se owe Nemo oe con eases eeete eee 2.60 
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Number of % of Net Profit 
Companies for Fixed Charges 
Included INDUSTRY in 1927 
22 Automobile Parts and Accessories...... 2.42 
Pt Chemicals (Industrial) 50.24 kc... <2: 2.19 
8 Radio and Musical Instruments ....... 2.10 
24 Automobiles (incl. Gen’] Motors) ...... Lig 
7 Office and Business Equip. and Supplies 1.65 
TPES LNeT ANG 1 BOGE he cota Fe teins os ee 4.05 
MCAT PEDO LINO nF ice cise fete te ov iercts aves 0.56 
SP MMETUI TOT Si ee hee en tee ee ce ie ne Deficit 
TABLE 15 


Percentage of Net Profit Paid for Fixed Charges 
Plus Preferred Dividends in 1927 By 
Various Groups 


Number of % of Net Profit for 
Companies Fxd. Chgs. & Pfd. 
Included INDUSTRY Divs. in 1927 
Baie VV COOIENICS OOUS pence eens tie thake a a ee arsiate 194.80% 
16 LOCI, ees aed oe Bir A Sy ok ne ea 103.30 
1 CLS CAR pat rer iceen ae Oi nee ea rae 60.50 
Es MUL AI AES Fare se ACM ie ae nkeiyrste wane eters 54.40 
ORPAMLOMODNE 1 IFES tae wets icing © bse ocak 54.20 
Ja_obipping and Shipbuilding) 40.4. 3... <% 52.30 
Dla evee excl a Wem, OtCel li... wees uae 47.80 
Domes sl inehe Ut. 7 Oteel) a. ete s wees ¢ 44.10 
14 Theaters, Moving Pictures, and Amuse- 
TEOVSLAL RCE: ok eRe ae eas AR ae 33820 
AMOUR OO Ste tere aie eae os Ge has Soe. 31.20 
WEA OUDOLITL 1OOUS yy aint de crete ug shoes onsite 31.10 
Tomenericulturalet implements m0. <<. p.cye 0 oe 28.10 
mm CA GME AC KMIN GG rate seat e is ras oases 3 27.60 
14 Miscellaneous Service ................ 26.60 
fon haurosg HQuipment 2.6. +. 635. 6 oes 24.40 
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Number of % of Net Profit for 

Companies Exd. Chgs. & Pfd. 
Included INDUSTRY Divs. in 1927 
8 Radio and Musical Instruments....... 23.80 
23 Automobiles (excl. Gen’l Motors) ..... 23.70 
14 Misc. Mining and Smelting ........... 20.40 
15; FApparele.c pacacn ee Me A nurs 20.20 
7 Office and Business Equip. and Supplies 18.00 
Dl es OL eect tte ces at tara ee ee ene ee 16.80 
UGE COD PER Bee area water tastes oie ate een 16.70 
24 Machinery and Machine Equipment.... 16.20 
31 Building Equipment and Supplies...... 15.30 
33 Miscellaneous Manufacturing ........ io 
3G O00 sProcucise ses es Goat da: cee eee 13.00 
17. .lobacco-Productas.. 03. 2 one eee 12.50 
14 Household Equipment and Supplies.... 11.50 
22 Automobile Parts and Accessories ..... 10.80 

51 Retail Trade—Chain and Dept. Stores, 

CUCL ar aehctca cathe oeneeniene are er temas 9.94 
9 Drugs, Medicines, Cosmetics, etc....... 9.03 
24 Automobiles (incl. Gen’] Motors) ..... 9.02 
Ue Leather and? Sn0es! <9. 6 cccerre cee 8.54 
14°" Chemicals (industrial) ..s2ueese eee 8.08 
67 Electrical’ Equipment. ytocanesue tates 7.29 
7 (Lead “and. Zinges. 0. crests wet os nee 4.16 

3. .MOrti LIZers 2. scene ate ooreeceast ote Deficit 


(1) The inadequacy of total net profit in 1927 
was the chief reason why such a large percentage 
of net went to holders of senior obligations in 
the WooLEN Goops, CoaL, Surepinc & Surp- 
BUILDING, SILK Goons, Corton Goons, and Rait- 
ROAD EQUIPMENT industries. 
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(2) Industries which find it necessary to em- 
ploy large sums of capital in property, plant 
equipment, or inventories usually find it to their 
purpose, correspondingly, to raise a considerable 
amount of that capital in the bond and pre- 
ferred stock markets. Funds raised in these 
markets are, after all, about the cheapest funds 
that industry can find. It will be noted that 
virtually all of the lines of industry which paid 
out large sums to owners of senior securities in 
1927, require large property accounts or large 
inventories. 

(3) The oldest and most basic industries cus- 
tomarily have the greatest portion of their in- 
vested capital in bonds and preferred stocks. 
They raised their capital in an era when it was 
much more difficult to distribute common 
stocks to the general public than it is at the 
present time. 

(4) Atleast 4 industries near the top of Table 
15—AvTOMOBILE TirES, Meat PackING, SuGaR, 
and Surppinc & SHIPBUILDING—‘paid through 
the nose” for their funded debt, as the Wall 
Street phrase has it. They were gravely affected 
by the 1920-1921 business depression and the 
only way they could procure the necessary cap- 
ital for their escape was by placing heavy 
mortgages (bonded indebtedness) upon their 
properties. 
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Small Payments for Senior Obligations.—To- 
ward the bottom of Table 15 are found lines of 
industry of the following general classes: 

(1) Those requiring relatively small property, 
plant equipment, and inventories, such as Mis- 
CELLANEOUS Drugs, Mepicines & CosMETICS, 
HovuseHOLp Equipment & Suppiies, MiscEt- 
LANEOUS MANUFACTURING, and Foop Propucts. 
In most of these cases, much of the capital that 
is acquired is utilized in building up consumer 
preference for trade-marked articles. Such a 
program, being essentially speculative in nature, 
does not attract the average purchaser of con- 
servative securities. 

(2) In a different way, the speculative char- 
acter of the extractive industries determines 
their capital structures. Where the speculative 
chance is a long one, a fixed promise to pay a 
stated sum in interest or dividends does not 
have much meaning. Wildcatting in the O1n in- 
dustry, for example, or prospecting and develop- 
ment in the Mrnina industries, are not types of 
business enterprise which can successfully be 
financed in the bond or preferred stock markets. 
Those who finance such activities take large 
risks and enjoy the possibilities of reaping great 
gains. They speculate. Cautious bond buyers 
do not wish to speculate at all; cautious pre- 
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ferred stock buyers wish to speculate only a 
little. 

(3) In some lines of industry—e.g., ToBacco, 
Rertaiu Trapeg, etc.—a long period of prosperity 
has made it possible for the leading companies 
therein to retire (out of profits) substantial por- 
tions of the obligations senior to their common 
stocks. 

(4) And there are still other lines which were 
so essentially speculative when they first began 
to develop—e.g., MACHINERY, AUTOMOBILE Ac- 
CESSORIES, AUTOMOBILES, and CHEMIcALS—that 
they were unable to raise capital in the more 
conservative sections of the security markets. 
They were obliged to turn to the common stock 
markets, and their common stockholders now 
find themselves the better off because of this 
earlier necessity. 

To summarize: The character and long-term 
experience of a given industry are quite influen- 
tial in determining the capital structure of the 
average corporation operating in that industry. 
It goes without saying that, in times of business 
depression, when net profits are shrinking, com- 
mon dividends in lines of business which have 
resorted less generously to the bond and pre- 
ferred stock markets are, on the average, the 
more likely to be maintained. 


126 CORPORATION PROFITS 
TABLE 16 


Percentage of Net Profits Paid Out in Common 
Dividends in 1927 By Various Groups 


Number of 
Companies % of Net Profits for 
Included INDUSTRY Common Dividends 
RE O75 Bane errr ince ek it eeiices 109.40% 
Lf COpper esac eet eee Ra ets Sate ates 81.80 
SUSE OU a ie te wane Oe ae a tiae selpie some ane state 81.40 
TeeLead and: CinGies: «ce cra we eel ere 74.60 
3 Meat: Packing? owas. cae arts Sane 70.60 
9 Drugs, Medicines, Cosmetics, etc. ...... 69.60 
17 eTobacco Products cavsacs sae eee 66.40 
6 a ElectricalMaquipment.- on a.- ese 65.40 
24 Machinery and Machine Equipment... 65.40 
13. 2 Railroad Hquipnients.-. on. (ae ee 64.90 
22 Automobile Parts and Accessories..... 64.50 
33 Miscellaneous Manufacturing ........ 61.90 
14) Chemiesis™ (industrial) ie: «ene neers 61.30 
23 Automobiles (excl. Gen’! Motors)..... 59.10 
14 Household Equipment and Supplies.... 58.05 
24 Automobiles (incl. Gen’! Motors) ..... 57.80 
S600 PTOdUCtS econ eee eee 57.30 
14 Misc. Mining and Smelting ........... 54.60 
31 Building Equipment and Supplies ..... 54.00 
51 Retail Trade—Chain and Dept. Stores, 
GLO sao eis ms pit arcs ee eager 41.60 
AS CeSUg aloes con. rs etn ae eee eee en ee 39.90 
14 Theaters, Moving Pictures, and 
AIMmMUSeMenisn . (Mey oe een ee eee eee 38.40 
I8i\Appatelis.....3 cana oon eee ees 38.10 
7 Office and Business Equip. and Supplies 37.70 
22. “Steel (incl. "U."S2 Steel): sce eee 36.30 
{ LeathersandsShoes: nase e cee 36.30 
14. Miscellaneous Services ieee ee eee 35.11 
4. Woolen: Goods nce ce eee 34.80 
4 Silk Goodate eat. cet teh te ae ee 30.90 
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Number of 

Sneladed = INDUSTRY Ganian Dieideaas 
Th a RN i a 25.90 
MOL MINT OCCUR OSs os eons cations carob 24.40 
LCP NOXCI io m. beCl) - cc.) Sela a ce veces 24.30 
8 Radio and Musical Instruments ...... 23.90 
ie OeTiON tral s LMDlEMeNtS <5 « «.0ie.0s-n0 « c 22.00 
@ Shippime and Shipbuilding ........... 21.80 
Dey AOLOMODUC 4 TES hem nao lae vost oe 6 ee 9.49 
hime CErMeCeT SO te EtG oe as ss oe es Deficit 


Common Dividends.—The order of the entries 
in Table 16 is not a precise reversal of the order 
in Table 15, but it is a rough reversal of that 
order. In most cases it is true that the lines of 
industry which were obliged to pay the smallest 
portion of their net profit to bond and preferred 
stockholders in 1927 were correspondingly able 
to pay the largest portion of net to common 
stockholders in that year. Important exceptions 
were (a) those lines which suffered inadequate 
incomes, and (b) the extractive industries, which 
(because they are exhausting their resources) 
can conservatively pay out a larger portion of 
their net to security owners than can many 
branches of nonextractive industry. 

Table 17 throws an interesting side light on 
this section of the study. It shows the 30 con- 
cerns on our full list of 544 which were obliged to 
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pay the greatest percentage of their net profit 
to bond and preferred stockholders in 1927. 

At first glance, it might be assumed that this 
tabulation does nothing more than to report, in 
another way, certain of the corporations which 
had inadequate incomes in 1927. It does that— 
and something more. It shows the effects of 
heavy senior obligations, in certain cases, upon 
the common stockholder’s position. 


TABLE 17 


The 30 Concerns on List of 544 Which Were Obliged 
to Apply Greatest Portions of Total Net Profit 
to Fixed Charges and Preferred 
Dividends in 1927 


% of Net Profit for 
Fxd. Chgs. & Pfd. 


COMPANY Divs. in 1927 
OreWellsSunply! CoA ives. oe area ate 96.6% 
Gimbel Brossy ie vba yee eh hte eee 96.6 
Cuban Dominican. Sugay Corps, e..<s.. sen oe 94.7 
American Ship & Commerce .........0...00- 92.2 
American Sugar helnine OO, 1... ecan oeaaet 91.8 
US. Rubber’ Co, at ob ceca ta hese aetee amare 91.8 
Durham sosiery Millay <2.%. cet. oes oe eee et 88.4 
Goulds Gonpler Coser 2. 8) var aaa sone gare ine 87.8 
Beis.( Robt G: Gocts a aecae cae te ae rae eee 85.7 
Motion Picture (Capital 5... cere cere 85.3 
ContinentalwBaking Cotpss see e: ese. en cone 83.6 
Southern aDainieds. Increase. a alee ee nee 82.5 
Consolidated Textile: Corps: yuu 2s. chee eee 80.7 
Natl. Distillers Products Cornu... oe een 80.6 


American-Hawaian S. 5 ao. eure eee 80.0 
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TABLE 17 CONCLUDED 
% of Net Profit for 
& Pfd. 


COMPANY *pivsen 1097 
Piipermewonalse enor, GOlr «pie ws. oe ec hae eke ee 80.0 
SUOMMVCTOIA LEC POCIGHGNG fais @ ssc sieves! teas eens 191 
RoMuePuon AMET OL TINGS 5c. oo RS er oe 8 ore 79.5 
Bowman Biltmore Hotels Corp. .............. 79.4 
PsN CIr aC ieee tts a5 Lurk ak coors See es 78.7 
PieVeT OPER DOCK: COwa Connie rae ne eae 11.5 
Meee PISEriNulingn COM. Loca. jclasts dae wen the 76.6 
SPO A SAMO ROUIG AE IOC! wa awhs eper o «cle Pees 74.5 
Wational-Dept.. Stores, Inc... isa52......0 5... - 74.1 
SP Elves tens Coc cree ess net tote: Pon ae cre nas oes 74.1 
IW al WOrliie Oe noice Ne «cx! Seal ase ante a thats 73.4 
PR UPAT EUCHRE CUDING SO 4F otis oc Grpem eee Os aie eee 72.1 
MOD Ge Dy TOSe el NOs sete es Siecle ste Aa ks apste alate 71.9 
OTST Weis rok ict LES Sin eee tee rear toes diy hy ane (oes) 
Tea TOO ON OLORS arse hte eos ing Pat Cares WT 70.0 


Numerically, these 30 concerns constitute just 
516 per cent of the total list of 544. But their 
1927 fixed charges and preferred stock require- 
ments constituted 14.2 per cent of the total fixed 
and preferred stock charges of the full list of 
544, 

To carry this section of the study to its logical 
conclusion, there is appended (see Table 18) a 
list of those concerns in our full list of 544 
which, at the end of 1927, had neither bonded 
debt nor preferred stock outstanding ahead of 
the common stock. They number 149, or not 
quite 2714 per cent of the total. 
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TABLE 18 


Concerns on List of 544 Which Had Neither Funded 
Debt Nor Preferred Stock at End of 1927 


Ahumada Lead Co. 

Air Reduction Co., Inc. 

Alliance Realty Co. 

Amerada Corp. 

Amer. Bosch Magneto 
Corp. 

Amer. Druggists Syndicate 

Amer. Express Co. 

Amer. International Corp. 

Amer. Railway Express 

Amer. Safety Razor Corp. 

Amer. Stores Co. 

Arlington Mills 

Arnold Constable Corp. 

Art Metal Construction Co. 

Associated Dry Goods 

Atlas Tack Corp. 

Babcock & Wilcox Co. 

Bliss (E. W.) Co. 

Bon Ami Co. 

Borden Co. 

Borg & Beck Co. 

Briggs Mfg. Co. 

Brunswick Term. & Ry. 
Sec. Co. 

Buckeye Pipe Line Co. 

Burroughs Adding Mach. 
Co. 

Butte Copper & Zine Co. 

Butte & Superior Mining 
Co. 

California Packing Corp. 

Callahan Zine Lead Co. 


Calumet & Arizona Mining 
Co. 

Calumet & Hecla Consol. 
“Mng. Corp. 

Canada Dry Ginger Ale, 
Inc. 

Caterpillar Tractor Co. 

Central Aguirre Sugar Co. 

Centrifugal Pipe Corp. 

Cerro de Pasco Copper 
Corp. 

Certo Corp. 

Coca-Cola, Inc. 

Commercial Solvents 

Compania Swift, Interna- 
cional 

Congress Cigar Co. 

Consolidated Distributors, 
Inc. 

Consol. Mining & Smelting 
Co. 

Coty, Inc. 

Crex Carpet Co. 

Diamond Match Co. 

Dome Mines, Ltd. 

Eaton Axle & Spring Co. 

Electric Auto-Lite Co. 

Electric Boat Co. 

Eureka Pipe Line Co. 

Eureka Vacuum Cleaner 
Co. 

Ford Motor Co. of Canada 

Forhan Co. 


THE DISTRIBUTION OF NET PROFIT 131 
TABLE 18 CONTINUED 


Freeport Texas Co. 

Freshman (Chas.) Co., Ine. 

Gabriel Snubber Mfg. Co. 

Gardner Motor Co., Ine. 

Gillette Safety Razor Co. 

Granby Consol. Mining, 
Smelting & Pwr. 

Grant (W. T.) Co. of Dela. 

Great Lakes Dredge & 
Dock Co. 

Greene Cananea Copper 
Co. 

Hamilton Woolen Co. 

Hart Schaffner & Marx 

Hazeltine Corp. 

Hecla Mining Co. 

Hire’s (Chas. E.) Co. 

Hollinger Cons. Gold Mines 

Homestake Mining Co. 

Household Products, Inc. 

Howe Sound Co. 

Hupp Motor Car Corp. 

Illinois Brick Co. 

Illinois Pacific Glass Co. 

Indiana Pipe Line Co. 

Intercontinental Rubber 
Co. 

Island Creek Coal Co. 

Laurentide Co., Ltd. 

Lehn & Fink Products Co. 

Life Savers, Inc. 

Lima Locomotive Wks, Inc. 

Magma Copper Co. 

Maracaibo Oil Explor. 
Corp. 


Marlin-Rockwell Corp. 
Martin-Parry Corp. 

May Dept. Stores Co. 
Maytag Co. 

Mergenthaler Linotype Co. 


» Miami Copper Co. 


Morgan Lithograph Co. 

Morris (Philip) & Co., 

Ltd. 

Motor Wheel Corp. 

Mother Lode Coalition 

Mines 

Nash Motors Co. 

Nashawena Mills 

National Cash Register Co. 

National Transit Co. 

Naumkeag Steam Cotton 

Co. 

New Cornelia Copper Co. 

Newmont Mining Co. 

Nipissing Mines Co., Ltd. 

Northern Pipe Line Co. 

Nunnally Co. 

Ohio Oil Co. 

Oppenheim Collins & Co. 

Packard Motor Car Co. 

Park-Utah Consol. Mines 
Co. 

Parke, Davis & Co. 

Peerless Motor Car Corp. 

Pender (David) Grocery 
Co. 

Pepperell Mfg. Co. 

Pittsburgh Plate Glass Co. 

Prairie Oil & Gas Co. 
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TABLE 18 CONCLUDED 


Prairie Pipe Line Co. 
Pratt & Lambert, Inc. 
Pyrene Mfg. Co. 
Reynolds Tobacco Co. 
Salt Creek Producers 
Assoc., Ine. 
Sears, Roebuck & Co. 
Shredded Wheat Co. 
Simmons Co. 
South West Pa. Pipe Lines 
Standard Oil of California 
Standard Oil (Indiana) 
Standard Oil (Kansas) 
Standard Oil (Kentucky) 
Stromberg Carburetor Co. 
of Amer. 
Stromberg-Carlson Mfg. 
Co. 
Teck-Hughes Gold Mines 
Texas Gulf Sulphur Co. 
Texas Pacific Coal & Oil 
Timken Roller Bearing Co. 
Tobacco Products Corp. 


Torrington Co. (of Maine) 

Transue & Williams Steel 
Forging Co. 

United Fruit Co. 

United States Hoffman Co. 

United Verde Ext. Mining 
Co. 

Utah Copper Co. 

Vacuum Oil Co. 

Vanadium Corp. of 
America 

Westinghouse Air Brake 
Co. 

Weston Elec. Instrument 
Corp. 

White Motor Co. 

Williams Oil-O-Matic Heat 
Corp. 

Worthington Pump & 
Mach. Co. 

Wright Aeronautical Corp. 

Yale & Towne Mfg. Co. 


CHAPTER VII 


EARNINGS ON INVESTED CAPITAL 


THE invested capital of a corporation, for 
present purposes, is taken as the par, or stated 
balance sheet, value of all securities outstanding, 
plus surplus. Appropriated surplus or reserves, 
such as reserves for contingencies, for inventory 
adjustments, etc., are excluded. 

Invested capital, as we compute it, reports 
the money that was placed in a business when 
it was inaugurated, plus the sums that have been 
raised by the additional sale of securities (if 
any), plus that portion of profits (won either 
directly from operations or in other ways) which 
has been withheld from security owners. Stated 
in other terms, it is approximately equal to net 
assets, which in turn are equal to total assets 
minus current liabilities. 

The question might be raised as to why in- 
vested capital, which represents the great bulk 
of a concern’s assets, should be computed from 
the liabilities side of the balance sheet. This 
is done purely as a matter of convenience. It 
would be possible to obtain the same result by 
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taking the sum of the items on the assets side 
and deducting therefrom the sum of certain 
items on the liabilities side. But the final result 
would be no nearer the truth. 

For all practical purposes, the shorter method 
here used gives fully as reHable a result, for the 


Y 
] 
] 


iT 
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simple reason that every balance sheet must bal- 
ance; in striking this balance, accounting prac- 
tice inevitably works into the items reporting 
par value of securities and unappropriated sur- 
plus values which almost precisely correspond 
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TABLE 19 
The Distribution of Invested Capital 


544 INDUSTRIAL CORPORATIONS, INCLUDING GENERAL 
MOTORS AND U. S. STEEL CORPORATIONS, BUT EXCLUDING 
STANDARD OIL OF NEW JERSEY BECAUSE OF READJ USTMENTS 
MADE IN THAT COMPANY’S CAPITAL STRUCTURE. 
[——— 1927 

Amount % of Inv. Amount % of Inv. 

(Millions) Capital (Millions) Capital 
Funded debt.. $3,670.85 14.50% $8,866.55 14.69% 
Preferred stock 3,326.27 13.15 3,441.08 13.08 
Common stock 11,717.82 46.30 12,274.77 46.65 


PHrDilige ee... 6,592.90 26.05 6,731.65 25.58 
Total invested 
eapitgle fo. 25,307.24 100.00 26,315.05 100.00 


542 INDUSTRIAL CORPORATIONS, EXCLUDING GENERAL 
MOTORS AND U. S. STEEL. 
1926 ——— 1927 
Amount % of Inv. Amount % of Inv. 
(Millions) Capital (Millions) Capital j 
Funded debt.. $3,177.66 13.96% $38,391.37 14.34% 
Preferred stock 2,856.07 12.55 2,945.88 12.46 


Common stock 10,774.52 47.34 11,128.15 47.06 


SUPDINes. sos 5,950.06 26.15 6,180.78 26.14 
Total invested 
capitale se. @. 22,758.21 100.00 23,647.18 100.00 


with what may be termed the total of invested 
capital. 

Determination of Amount.—The size of the in- 
vested capital of a successful corporation is de- 
termined chiefly by two main factors: (a) the 
nature of the business in which the concern op- 
erates and (2) the policies of management. 

As will be statistically demonstrated in the 
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subsequent discussion, there are certain lines of 
enterprise which by their very nature require 
larger capital investments to bring in a dollar 
in net income than are required in other lines. 
Most commonly, the lines which require the 
largest plant investments or the largest inven- 
tories, or which experience the greatest in- 
ventory hazards, require the largest invested 
capital. Lines in which that intangible item 
referred to as good will has been built up by 
advertising and paid for out of earnings ordi- 
narily show the lowest invested capital. 

There are two types of managerial policies 
which have bearing upon the size of invested 
capital: accounting policies and fiscal policies. 

Accounting policies need not detain us at this 
point. It has already been seen how widely 
these vary from one corporation to another. 
Where assets are merely increased by what is 
called “writing them up” on the balance sheet, 
the net result will be revealed in the surplus 
account, and earnings on invested capital (al- 
leged invested capital) will be correspondingly 
penalized. If assets are written down, or are 
conservatively evaluated, earnings on invested 
capital will be likely to make a more favorable 
showing. In the majority of cases, it goes with- 
out saying, the purpose is to achieve a fair val- 
uation. But nevertheless it is to be borne in 
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mind that a figure reporting invested capital 
always contains a certain leaven of opinion— 
the opinion of those who evaluate the assets. 

Financial Policies—Of much greater impor- 
tance in determining the size of invested capital 
are corporate financial policies. The primary 
problem of every business enterprise is to win 
profits; having won them, there then arises the 
problem of what to do with them. 

The quandary of the largest corporations is 
precisely the same as that of the corner grocer 
who, having set aside a modest surplus, asks 
himself whether he shall enlarge his own store, 
or buy an interest in the shoe shop in the next 
block, or buy Liberty Bonds, or what not. 

In essence, it is the question of how the largest 
net return may be won. And the answer that is 
ventured to that question determines (or should 
determine) the policies of corporate manage- 
ment in augmenting the size of invested capital. 
Will the greatest good of the owners of the busi- 
ness be achieved if we (as the management) pay 
them 60 per cent of a year’s net profit and retain 
40 per cent for expansion, renewals, reserves 
against a rainy day, etc., or will the greatest 
good be achieved if we retain only 20 per cent, 
and pay out the other 80 per cent so that our 
security owners can invest a portion of our 
profits in other business enterprises? 
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Mr. Alfred P. Sloan, Jr., president of the Gen- 
eral Motors Corp., in a recent statement relative 
to that concern’s policies, phrased the problem 
in this happy fashion: 


When we invest our stockholders’ money as trus- 
tees, we must do it on the firm belief that the capital 
is safely invested and that the return to the stock- 
holders, as a result of the investment, will be fair 
and equitable; otherwise we have no right to make 
the investment. . . . Therefore, to the extent Gen- 
eral Motors is able to employ additional capital in 
extending its operations, all other things equal, so 
its profits must necessarily increase because each 
dollar must make a showing for itself. If, for illus- 
tration, $100,000,000 were left in the business out of 
a given year’s earnings, and a reasonable return on 
that $100,000,000 is 15 per cent, the next year’s 
profits should increase, all things being equal, by 
$15,000,000—or we will not have done a construc- 
tive thing. 


We fancy that Mr. Sloan’s ideas on this im- 
portant subject are more concise than those of 
many other business executives. He does not 
say so bluntly, but his opinion appears to be 
that, if General Motors cannot earn somewhere 
around 15 per cent on the money that it with- 
holds from stockholders, it has no right to with- 
hold these sums. 

Judgments in such matters, being made by 
human beings, are always fallible. In many 
cases (for example, the case of General Motors 
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just referred to) the decision to retain large 
sums for expansion or other corporate purposes 
has turned out to be wise even beyond the wild- 
est dreams of the owners of the business. In 
many other cases, similar decisions have resulted 
only in harsh disappointments. 

A careful estimate of future possibilities 
should be the governing motive at all times. Ob- 
viously, policies will vary from year to year, and 
they will vary decisively over a period of years. 
But too often it has been true that it has been 
the LACK of any scientific policy whatsoever in 
regard to the disposition of surplus, rather than 
a mistaken policy, which has accounted for the 
gravest disappointments. 

A Changing Base.—Always, in utilizing figures 
reporting earnings on invested capital, it should 
be borne in mind that the invested capital itself 
is a progressive value. The capital investment 
of successful concerns will increase from year 
to year. Therefore, the earnings on that invest- 
ment, as computed on the basis of invested capi- 
tal at the close of each year, will normally tend 
to move in a rather narrow groove, simply be- 
cause the investment itself tends to increase as 
the profits increase. 

The study of earnings on original invested 
capital is something quite different from that 
which is being pursued here. The present con- 
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cern is with earnings in a given year on the 
capital employed in that year. It has nothing 
to do with earnings on original invested capital. 


Earnings on Invested Capital in Different Lines 


In round terms, our full list of corporations 
earned 1014 per cent on their total invested capi- 
tal in 1926 and about 9 per cent in 1927. 

Table 20 reports the following: 

(a) Combined earnings on invested capital 
by each important group, as computed by aggre- 
gating results for all corporations on our full 
list which fall within a given group. The figure 
in parentheses after the name of each group re- 
ports the number of corporations included in 
computing the group result. The arrangement 
is from the highest to the lowest earnings in each 
group, according to 1927 results. 

(b) The table also shows the corporation in 
each group (so far as our full list goes) which 
had the highest percentage earnings on its in- 
vested capital in 1927, and likewise the corpora- 
tion in the group which had the lowest 
percentage earnings in that same year. These 
additional data are presented not only for the 
purpose of illustrating the wide variation in re- 
sults which are achieved by the various individ- 
ual units in a given group within a single year, 
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but also on the assumption that a report of ex- 
tremes may prove a helpful source of reference 
to those who, as security owners, may wish to 
consult such a record of group and individual 
experience from time to time. 

Having considered group trends somewhat in 
detail in the preceding analysis dealing with the 
margin of profit, the whys and wherefores of 
group position in Table 20 accompanying may 
here be handled in summary fashion. 
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TABLE 20 


Earnings on Invested Capital by Various 
Industrial Lines 


(See accompanying text for explanation of data.) 


Earned on Invested 


‘BD 

1926 1927 

Drugs, Medicines, Cosmetics, etc. (9) 20.77% 22.22% 
PATDETD COm i airs came 161.80 181.10 
Amer. Druggists Syndicate....... d3.30 8.09 
ATICOMIODUCRM( D4) Mnieee ac Gorse cs eee 21.83 20.49 
INSSDVLOtOTS, O0.Age cas one «heck ses 60.50 47.60 
Graham-Paige Motors Corp....... 4.90 d35.40 
Mendeand Zine: (Teen. eos ee es clase 21.89 17.45 
Consol. Mining & Smelting Co..... 47.90 45.30 
Amer. Zinc, Lead & Smelt. Co..... 0.22 d2.19 

Office and Business Equip. and Sup- 

DCU Mee Seta. oc se ce oe 16.14 16.53 
Burroughs Adding Mach. Co...... 20.79 21.67 


Rovyalel ypewriter Co... -......... *9.78 *9.63 
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Earned on Invested 


a Capital 
Shoes: (4) ei. . = eae ote dea ee tee 14.22% 16.52% 
Melville Shoe Corp. ............. 24.08 24.29 
Endicott-Johnson Corp. ......... 8.76 10.13 
Food Products (86) ...........0e+- 15.51 15.18 
Canada Dry Ginger Ale, Inc...... 48.31 57.80 
Sweets Co. of America, Inc....... *3.05 *3.54 
Retails Trade. toh) ta. ee ee 14.49 14.87 
Jewels Tea*Gos tineweeaee eee te 30.80 28.20 
Consolidated Distributors, Inc..... 2.21 d3.95 
Household Equipment and Supplies 
G0) Baptreea te pe eer gee boc 3 hei ie 13.58 14.80 
Maytao Cony, .:.ccs cen eae eee 71.00 57.20 
Crex ‘Carpet Coe... 00 eee d0.82 d4.84 
Automobile Parts and Accessories 
(OD Rie te tie craeuin et tea eee ee 17.09 13.16 
Gabriel Snubber Mfg. Co......... 52.00 42.90 
Reynolde Sprig: Co.9:. .ese a ee d2.67 d2.69 
Chemicala: (14) cans 6 coe renee 12.34 12.68 
Commercial Solvents Corp........ 24.80 26.40 
National Distillers Products Corp. 0.83 1.73 
Tobaceos Products (17) -sacme oe ee 13.05 12.54 
Congress. Cigar Cox.:..5 5-2 os eets 32.50 40.64 
Eisenlohr (Otto) & Bros., Inc..... 4.88 3.21 
Radio and Musical Instruments (8). 12.87 12.09 
Radio Corp. of America ......... 18.85 23.24 
Freshman (Chas.) Co., Inc....... 26.95 d31.05 
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Earned oe ered 


Miscellaneous Services (14) ........ 10.34% 12.03% 
Gurgier pubnsninge : Goscc. 2... oes. 48.55 54.25 
Newey orka Dock’ Co. o5s5% os nats 3.62 3.87 

Miscellaneous Manufacturing (33).. 12.35 11.96 
Gillette Safety Razor Co......... 31.08 33.31 
Nat’l Enameling & Stamp. Co..... 2.26 2.45 

Electrical Equipment (6).......... 12.05 11.73 | 
General Eleetric Co. ......-05.i.. 14.35 14.41 
Amer. Brown Boveri Elec. Co..... 3.48 2.20 

Agricultural Implements (7)....... 10.36 10.35 
@aterpillar Tractor Co... ..% 5.25% 22.00 26.60 
Emerson-Brantingham Co. ...... d0.02 d3.29 

ANGECEN ED 1G 6 9h so ae ee Se 9.60 9.58 
Gotham Silk Hosiery Co. ........ 16.30 21.10 
Ppsyene Misa g. ees 2 ce eects 7.16 d9.92 

Misc. Mining and Smelting (14).... 9.83 9.56 
HeclamvimimgrCo. 32222 e0e.0ie es. 73.30 39.30 
U. S. Smelting & Refining Co..... 5.08 5.00 

Building Equip. and Supplies (31).. 11.36 9.53 
Great Lakes Dredge & Dock Co... 11.20 22.40 
Standard Plate Glass Co.......... 2.13 d2,63 

Theaters, Moving Pictures, and 

Amusements (14) -....¢7s...25; 9.87 8.67 
Madison Sq. Garden Corp........ 15.90 17.36 


Pathestxcnanges Incr sos hs. 6." 10.87 d15.84 
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Earned on ievenes 
a 


Capit 

1926 1927 

Automobile Tires (9)0 >. 24 ee oe 7.10% 8.39% 
Goodrich “(BF .)- Coo). sre een 8.83 15.90 
Ajax Rubber Co. ine.e 2. wes d0.24 d12.90 
silktGoodst(4)se.cc ua. eee tee 1.59 8.13 
Blumenthal (Sidney) & Co....... 1.28 13.88 
Century Ribbon Mills ..2........ d3.09 1.41 
Copper= (17 eons eet cet enece 7.93 TAT 
Cerro de Pasco Copper Corp..... 58.20 54.60 
United Verde Ext. Mining Co...... 1.89 d3.20 

Machinery & Machine Equipment 

(24) aie he cated ee eee inte 9.16 7.41 
Evans Auto Loading Co.......... 25.11 28.07 
Chicago Nipple Mfg. Co. ......... 0.52 d2.31 
Railroad Equipment (13) .......... 9.47 7.30 
Gen’! Railway Signal Co......... 29.30 17.14 
Lima Locomotive Wks., Inc....... 11.88 d1.41 
Cotton: GOodee (1) stace anaes coc ca 1.93 6.00 
Naumkeag Steam Cotton Co...... 4.15 14.54 
Pacitios Willa. ana eae cae cae 0.65 3.93 
Mest. Packing s(S) sca dc aes atts 6.66 5.64 
Cudahy. Packing Gos 2.0. eee 9.50 6.85 
wilt: &: Come, teas teen ere renee aa OO * 5.35 
Steel +(22) u fin Foe eees eee ae 7.26 5.63 
US. Cast-Iron Beehive one 17.20 12.38 


Superior Steel'Corp.ccae seer ace 5.96 d0.87 
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Earned on Invested 


A 1926 Serie 
SOT Bk 5 EE 0 Oe ee 10.60% 5.50% 
fdelsOsager Oil Cow oo acs oe 18.60 20.25 
SUpenoe Oil Gormaasee ickesd sf. * 1.56 d10.43 
PODOP ACL Poe eae Wore. hate as Oe 5.01 5.10 
Abitibi Power & Paper Co ty nas oe 15.36 13.81 
International Paper Co. ......... 2.95 3.93 
APE) Me eR me es iss ee ce 3.89 5.09 
South Porto Rico Sugar Co....... 8.49 12.08 
National Sugar Refining Co....... 17.04 1.14 
Shipping & Shipbuilding (7)....... 2.90 4.08 
Eastern S. S. Lines, Inc.......... = 6.00 *10.55 
Submarine Boat Corp. ........... d1.34 d9.75 
OAT ULE Magi oe arcaitins ates ok on boo 3.61 151 
Island Creek Coal Co. .......... 14.00 17.10 
Penn. Coal & Coke Corp......... 0.17 d6.17 
Ly ASA. SRA en ae eh 2.52 1.10 
Barnet Leather Co., Inc.......... 6.72 3.64 
Amer. Hide & Leather Co. ....... 0.53 0.49 
Woolen GOOds 714) 15 os eciac ts suis ed bs d4.42 0.90 
Botany Consol. Mills, Inc........ d11.74 6.57 
Hamilton Woolen Co............. d13.59 d8.88 
PereliZere al) meee canines acc wie t olde es 3.82 d1.39 
International Agricultural Corp... 6.06 0.32 


Anglo-Chilean Consol. Nitrate Co.. 1.03 d3.79 


* Fixed Hel ee estimated. 
d= Deficit. 
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Top Half of the Group List.—Following are the 
chief reasons why certain groups showed per- 
centage earnings on their invested capital that 
were greater than the average for all groups: 

(1) Trade prosperity, so vigorous and wide- 
spread that it tended to buoy up the profits of 
the MaAgoRITY of important concerns in each 
group. This applied to virtually all of the groups 
above the average, excepting Leap & ZINC; 
Rapto, etc., and APPAREL. 

(2) The capital investment in certain lines 
of business is customarily and notoriously small, 
relative to the net return. This is especially 
true where the industry’s products are nationally 
known trade-marked articles, and where demand 
has been stimulated by constant advertising, 
paid for out of earnings. Examples: Drues, 
MEDICINES AND CosMETICS; OFFICE AND BusI- 
NESS EQuipMENT; Foop Propucts; HousEHoLp 
EQUIPMENT AND SUPPLIES; Rapro, Musica In- 
STRUMENTS, etc., and special branches of Mis- 
CELLANEOUS MANUFACTURING and the APPAREL 
trade. 

The Leap anv Zinc industry, as reflected by 
the results of 7 leading companies, gets into the 
top half of the table through something of a 
fluke. The industry as a whole was not espe- 
cially prosperous in 1927, and it is also true that 
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required capital investment is usually rather 
large. It so happens that the 7 leading concerns 
for which comparable data are available were 
more prosperous than the average producer in 
this industry in 1927 and that they seemingly 
valued their assets more conservatively than 
the average. | 

Note that the E.ectrica, EquipMENT and 
AGRICULTURAL IMPLEMENTS industries, both of 
which were quite prosperous in 1927, stand in 
the lower section of the top half of the list re- 
porting earnings on invested capital. They fall 
into such a position because the sums that they 
must keep tied up in plant equipment and inven- 
tories are normally quite large. 

Note further that Topacco Propucts and Rr- 
TAIL TRADE, both of which lines customarily re- 
turn a low margin of profit on sales, return rela- 
tively high profits on invested capital. Volume 
and rapidity of turnover supply the touchstones 
necessary to return large total profits. 

The Bottom Half.—In the bottom half of the 
list—that is, among those groups which earned 
less than the average in 1927—one finds again 
two chief reasons to account for group position: 

(1) Trade depression, which for one reason 
or another occasioned low profits or the absence 
of profits in Sirk Goons; RaAILroaD EQUIPMENT; 
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Corton Goops; O1L; Paper; SuGAR REFINING; 
Surppinc; Coat; WooLeN Goons; FERTILIZERS, 
and LEATHER. | 

(2) Customary requirements of a relatively 
LARGE amount of invested capital, due to the 
basic nature of the particular industry itself. 
Examples: THraters, Movine PICTURES, ETC.; 
all of the extractive industries and the metal 
treating industries (especially STEEL) ; MACHIN- 
pRY; Meat Packtna; Paper, and AUTOMOBILE 
Tires. Stiff competition and the resultant in- 
adequacy in selling prices also contributed to the 
low earnings on invested capital returned by the 
automobile tire industry. 

Thus it is clear that at all times the basic 
nature of the normal capital requirements in a 
given line of business, along with trade condi- 
tions in that line at any given time, constitute 
two of the main determinants of the earnings 
which the leading concerns in that line will re- 
turn upon their invested capital. These same 
factors likewise tend to expand or to limit the 
earnings on invested capital by the most suc- 
cessful concerns in each line: an individual con- 
cern operating in a depressed trade, or in a trade 
which normally requires a large invested capital, 
is an exceptional concern rather than an average 
one if it can return conspicuously high earnings. 
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Relationship of Earnings on Invested Capital and 
the Margin of Profit 


It will be recalled that in the preceding study 
of the margin of profit returned by various in- 
dividual concerns, attention was directed to the 
50 companies which saved the greatest percent- 
age of gross for net in 1927. 

Further analysis reveals that these 50 cor- 
porations combined earned 18.5 per cent on their 
total invested capital in 1927. 

The companies on our earlier list which saved 
less than 514 per cent of gross for net, and more 
than zero, numbered 47. Their combined earn- 
ings on total invested capital amounted to 5.1 
per cent. 

On the face of the facts, then, there is an 
obvious relationship between the margin of 
profit and earnings on invested capital. 

Not always, but in the majority of cases, those 
corporations which succeed in winning the 
widest margins of profit likewise show the great- 
est earnings on invested capital, and vice versa. 
Notable exceptions are to be found in such in- 
stances as Retain TrapE and Meat Packrna, 
where the volume of business and the rapidity 
of turnover compensate for low margins. 
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Individual Extremes 


Following are two more lists reporting indi- 
vidual extremes. Table 21 lists the 50 concerns, 
selected from our full list of 544, which returned 
the highest earnings on invested capital in 1927; 
Table 22 lists the 50 which showed the lowest 
returns. 

In view of the previous discussion in this 
chapter, and the earlier extended discussion of 
the determinants of the margin of profit, neither 
of these lists needs much further study. It is 
only necessary to classify the specific concerns 
according to industrial lines, to recall the trade 
conditions which existed in each line in 1927 
and the normal capital requirements of each 
line, and to apply the tests of costs and selling 
prices to determine, promptly, why certain 
names appear in Table 21 and why certain other 
names appear in Table 22. 

On both lists there are a few names the posi- 
tions of which cannot be explained on the fore- 
going bases. But there are not many such. And 
the fact that there are any at all merely empha- 
sizes the proposition that for various reasons 
there always exist those exceptional performers 
which run counter to the general trend—those 
relatively few concerns which can win good 
profits even in a depressed industry, and those 
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which somehow manage to return low profits 
even in a generally prosperous industry. Any 
report or computation of average profits gives 
nothing more than a rough standard against 
which individual situations can be measured and 
explained. 

On the average, it is true that a high rate of 
earnings on invested capital constitutes an ear- 
mark of a concern which is commercially suc- 
cessful if judged on ANY OTHER economic basis. 

Conversely, it is true on the average that a 
low rate of earnings on invested capital suggests 
a concern which is meeting with economic dif- 
ficulties and disappointments. 

In either case, the situation may be tempo- 
rary. It is the function of careful security analy- 
sis to forecast in this respect. And we believe 
that the foregoing analysis makes clear the fact 
that no forecast of an individual corporation's 
prospect carries much force unless it rests upon 
a forecast of the outlook for the line of business 
in which that corporation is engaged. 
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TABLE 21 


The 50 Corporations (Selected from Our Full List) 
Which Had Highest Earnings on Invested 
Capital in 1927 


(Arranged in order from highest to lowest, on basis of 
1927 results. To offer a basis of comparison, data for 


1926 are also shown.) 
Earned on Invested 


1926 P s997 
amber. Co. masencctcn sete ee aassue 161.80% 181.10% 
Cooly, cING es casu esi on seen as oa ese 70.80 60.40 
Canada Dry Ginger Ale, Inc........ 48.31 57.80 
Maytag C Geter + sete co ete ee aera 71.00 57.20 
Cerro de Pasco Copper Corp........ 58.20 54.60 
Curtis: Publishing: Cou. cectesae enn e512 48.55 54.25 
Newmont Mining Corp. ........... 24.42 48.75 
Nash? Motors’Co.” i varew een beeen eee 60.50 47.60 
Consol. Mining & Smelting Co....... 47.90 45.30 
Gabriel Snubber Mfg. Co........... 52.00 42.90 
Electric Auto-Lite Co. ....sc0+e00 36.80 41.30 
Congress "(Cigar Go. =. ascsceue tree 32.50 40.64 
HeelasMiningsCo: 204. css cede te cee 73.30 39.30 
Lie SAVEreOLNO Sek Wek ao caer: 73.00 37.55 
Picischmann OO 2.0 a: cs ce nee 36.90 36.80 
OSU Cet LD Gaome ny Steins ate rats cients 64.90 36.50 
Gillette Safety Razor Co. .......... 31.08 33.31 
Timken Roller Bearing Co. ........ 35.00 32.30 
General Motors Corp. ....,........ 29.40 31.00 
Certo, Compan eeane tet cation oem 27.60 29.36 
Eureka Vacuum Cleaner Co........ 33.28 28.54 
Jewels Tea: Co alnee tein ccna 30.80 28.20 
Evans Auto Loading Co. .......... 25.11 28.07 
Borg: & Beck-Co.w... us. ane 28.90 27.70 
Gold\Dust,Corteses ace eee 12.82 27.27 
GeneralsBakine Gorps.....eeeeee *23.03 *26.89 


Caterpillar Tractor, Co... 0a eee 22.00 26.60 
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Earned on Invested 


196 PM soy 
Woolworth (F. W.) & Co. ......%. *24.00%  *26.48% 
Commercial Solvents Corp. ........ 24.80 26.40 
RS eR CSE Me cing. soe gs oo ae 'ost ans 27.29 26.21 
Penne Wa en 3 gs ores os as 27.40 25.61 
TORN ATEC Oe © one wane tise ss ek 24.50 25.60 
Wrrley at nigir. OOM, . hace +55 26.05 25.48 
Melville ShoeeOOrp, os c4.5.c0s e's co 24.08 24.29 
Kroger Grocery & Bone COs nent 25.36 23.72 
veil Ol ee Hee tick Gss sienars dex as 21.10 23.40 
Radio, Corp-s.01 America b,c. .4.e22 13.85 23.24 
Packard Motor Car Co. ...: os aaacee 34.10 23.00 
Great Lakes Dredge & Dock Co..... 11.20 22.40 
Cre WN Sel EO Osc ares crn Laces 0 es 24.62 22.31 
Burroughs Adding Mach. Co. ...... 20.79 21.67 
GieELPAe Ga Ps OLOleS 22 85 oi aces ss 19.67 21.65 
Prattise lambert, Inti... «see scis es 23.70 21.60 
Hollander (A.) & Son, Inc. ........ 23.74 21.40 
Parker WaviseierG0. ces ve0vecee'das 20.81 21:25 
Montgomery Ward & Co. .......... 16.10 PAP? 
Fanny Farmer Candy Shops, Inc.... 19.45 21.13 
Gotham Silk Hosiery Co. ......... 16.30 21.10 
Sehulte Retail Stores ....2-.....00.> 17.42 20.81 


Stewart Warner Speedometer Corp..*20.57 *20.79 


*Net profit is partly estimated—fixed charges being computed and added 
to the reported net income 
d= Deficit. 
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TABLE 22 
The 50 Corporations (Selected from Our Full List) 
Which Had Lowest Earnings on Invested 
Capital in 1927 


Earned on Invested 


1926 1927 
American Hide & Leather Co....... 0.53% 0.49% 
Continental Oil Col oa ate ao «ore is a 0.48 
Advanée: KumleyGo.e.. ys. ae ees 3.10 0.44 
Kelly-Springfield Tire Co.......... d11.70 0.43 
Louisiana Oil Refining Corp........ 13.36 0.37 
Intern’] Agricultural Corp. ........ 6.06 0.32 
Transue & Williams Steel Forg. Co... d5.75 0.32 
Van Raalte Co. ind yaecsecs eo: 2.09 0.31 
Texas Pacific ‘Coal-& Oili- ee. ee 8.07 0.30 
Electric, Boat: Coswe. = cet ere 6.00 0.27 
HWureka Pipe*Line.Co: 22... sens d0.13 d9.92 
Amer. Agricultural Chem. Co....... 4.40 d0.56 
Gardnere Motor Co. ite. eneee ee 1.65 d0.82 
Peerless Motor Car Corp. ......... 9.37 d0.82 
Pittsburgh: CoaliCoes, 11 ee eee 9.82 d0.83 
Stiperlor steel, Corp. a, cues ceee 5.96 d0.87 
Lima Locomotive Wks., Inc. ........ 11.88 d1.41 
Granby Consol. Mining, Smelt. & 

POW ORE CO mca nies oak o eece wales d0.80 d1.76 
Pierce-Arrow Motor Car Co. ....... 6.68 d1.77 
Hazeltine: Corp. x. a ae a clos oce coaers 0.54 d1.82 
Amer. La France Foamite Corp...... 6.38 d1.87 
Kresge Dept. Stores, Inc........... d2.22 d1.95 
Atlas Tacks Corps wes acperaicae as 0.32 d2.00 
Miller} Rubber-Coa25 a. ws stececa « 4.96 d2.15 
Amer. Zinc, Lead & Smelt Co...... 0.22 d2.19 
Williams Oil-O-Matic Heat Corp.... 34.69 d2.30 
Chicago Nipple Mfg. Co. .......... 0.52 d2.31 
Standard’ Plate Glase*Co.a0.e ae 2.13 d2.63 


Reynolds SpringsCo.en.e sre d2.67 d2.69 
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TABLE 22 CONCLUDED 


Earned on Invested 


1926 
Wintes Motor Corin: tia okita a ss 4.41 
United Verde Extension Mng........ 1.89 
Emerson-Brantingham Co. ........ d0.02 


Chandler-Cleveland Motors Corp.... 0.96 
Anglo-Chilean Consol. Nitrate Corp. 1.03 


Pittsburgh Terminal Coal Corp..... 2.50 
Consolidated Distributors, Inc...... oo) 
Phila. & Reading Coal & Iron Corp. 2.06 
GTPREOAIDEGAGOS so io iow as SR eS d0.82 
Dubilier Condenser & Radio Corp... *2.19 
IME RELATION CSO sc ctmiagt s16iele ecco ate 12.82 
PennmG@oal-«, coke Corps, since. ¢ se 0.17 
Hamilton Woolen Co. ....2....50- d13.59 
SupMmarine, DOAG COMP. .4:s06 65 cess d1.34 
pew ee Ms tec. cso ok cine eo cists 7.16 
DOCTIOR CCIM OLN), hc o,f oe ale ceceinie sis 1.56 
TATARA UD DEIIOO,, LDC.) > « sw scien © d0.24 
Yellow Truck & Coach Mfg. Co..... 2.56 
Pathes Exchange, Ine. 223.55... 655-6 10.87 
Freshman: (Chas.).Co., ING. 0.0... +. 26.95 
Graham-Paige Motors Corp. ...... 4.90 


* Partly Estimated. 
d= Deficit. 


apital 


1927 
d3.01 
d3.20 
d3.29 
d3.32 
d3.79 
d3.91 
d3.95 
d4.68 
d4.84 

*d5.12 
d5.72 
d6.17 
d8.88 
d9.75 
d9.92 

d10.43 

d12.90 
d15.20 
d15.34 
d31.05 
d35.40 


CHAPTER VIII 
THE PROPERTY ACCOUNT 


THE two chief factors governing the size of a 
corporation’s property account are precisely the 
same as those governing the size of total invested 
capital: (a) the normal requirements of the par- 
ticular line of business in which the corporation 
is operating, and (b) the economic theory upon 
which the management of the corporation is 
basing its policies. 

Leaving the varying requirements of differ- 
ent lines of business for later consideration, im- 
mediate attention may be directed to individual 
policies. Three of the outstanding aspects of 
managerial policy as applied to a specific con- 
cern can be aptly illustrated by drawing exam- 
ples from the automobile industry. 

(1) .The type of policy which involves complete, 
or virtually complete, integration. 

The Ford Motor Co. and the General Motors 
Corp. are the most highly integrated of the auto- 
mobile producers, although the theory of inte- 
gration differs considerably in the two cases. 

The Ford company, in addition to the owner- 
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ship of plants and equipment for the production 
of practically all of the important parts of the 
Ford car, also controls virtually all of its essen- 
tial raw materials—coal, lumber, iron, etc. It 
hkewise owns establishments which perform 
certain intermediary manufacturing operations 
that most automobile producers have performed 
entirely outside their own organization, such as 
the manufacture of glass, steel, and textiles. 
The company also owns a small railroad. 
General Motors is highly integrated as a man- 
ufacturer, but has made no effort to acquire 
control of its leading raw materials, nor of the 
numerous intermediary manufacturing opera- 
tions which the Ford company controls. It 
manufactures not all, but nearly all, of the parts 
that go into General Motors cars, and is willing 
to leave to others the problems involved in the 
production of raw and semifinished materials. 
But the difference in managerial policies is 
merely one of degree. The same ends are sought 
in both cases—the lowering of production costs, 
the protection of competitive position, and 
therewith an increase in aggregate net profits. 
The managements of these big concerns must 
hold the opinion that, over the long term, the 
maximum of commercial success will be achieved 
in direct ratio to the extent to which they them- 
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selves control the manufacture of everything 
that goes into their product. 

Such a policy inevitably involves a relatively 
high property investment. And the property in- 
vestment tends to increase all the more as control 
extends to raw materials, because a considerable 
proportion of raw material resources are always 
unused; this portion constitutes, in effect, a fixed 
inventory. 

The ability to obtain the capital necessary to 
acquire the property that is needed does not 
enter into the situation, either in the cases of 
Ford and General Motors, or in those of other 
large and successfully integrated concerns in 
other lines. 

It goes without saying that both Ford and 
General Motors could, at the present time, ob- 
tain all of the additional capital that they wished 
or needed, if they intimated to the investing 
public that they saw the opportunity to employ 
that capital profitably. So also could the United 
States Steel Corp., International Harvester Co., 
Firestone Tire & Rubber Co., Allied Chemical & 
Dye Corp., General Electric Co., and the leading 
Standard Oil units—to mention by name only a 
few of the large corporations in other lines of 
business which have attained a considerable de- 
gree of integration, and which at the same time 
have profitably exploited their large properties. 
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In such cases, where the conduct of the busi- 
ness has proved to be successful, the amount to 
be invested in property becomes sheerly a mat- 
ter of executive judgment—a problem in busi- 
ness theory as to the size of the property that 
will, over a period of time, yield the most satis- 
factory net return. 

(2) The middle-ground type of policy, which 
comprehends a rather high degree of manufactur- 
ing integration, but which consciously strives to 
hold property investment low. 

The Nash Motors Co. appears to have pursued 
this type of policy with more satisfactory results 
than any other automobile producer. Model 
specifications made public at the beginning of 
1928 indicated that Nash was making all of the 
larger parts for its line of cars, such as engines, 
axles, bodies (through a body manufacturer con- 
trolled by Nash), etc., but was purchasing some 
or all of its requirements of such specialized 
smaller parts as speedometers, lubricating sys- 
tems, ignition systems, clutches, carburetors, 
steering gears, radiators, wheels, etc. In other 
words, the makers of these smaller parts sup- 
plied the plants and equipment that was neces- 
sary for their production, and Nash’s only in- 
vestment was represented in the price that it 
paid for these products. 

Not only that, but Nash seems to have con- 
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sistently striven to keep its investment in its 
own plants as low as was consistent with manu- 
facturing efficiency. It is said that a visitor at 
the company’s plants some time ago remarked 
upon their smallness, compared with those of 
other important automobile producers. Mr. C. 
W. Nash, upon hearing of this comment, re- 
marked: “If in the future anyone criticizes our 
plants and equipment, send him to me and I will 
show him our bank balance.” 

Nash’s cash and marketable securities at the 
end of 1927 amounted to some 42.3 millions, 
which was about 502 per cent of the stated bal- 
ance sheet value of property (after deprecia- 
tion). In contrast, General Motors’ cash and 
marketable securities (some 208 millions at the 
close of 1927) amounted to about 61 per cent 
of stated property value. 

There are two dangers involved in carrying 
a relatively small property investment: (a) that 
capacity will not be sufficient to care for de- 
mand if it should suddenly expand, and (b) that 
it might be found necessary to care for exten- 
sive additions and renewals on relatively short 
notice, thus obligating the corporation either to 
draw heavily upon its cash reserve or to raise 
capital in the open market. The latter contin- 
gency is easily met if cash reserves are large. It 
should be stated also that the long-term history 
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of Nash’s profits pays an eloquent tribute to the 
manner in which this particular concern has car- 
ried out its policy of low plant investment. 

(3) The extreme type of policy, which compre- 
hends virtually no manufacturing integration, and 
which either consciously strives to hold plant in- 
vestment down to the irreducible minimum, or 
which by force of circumstances is obliged to do so. 

This is the line upon which the producers of 
what are known as “assembled” automobiles 
work. Such producers buy almost all of their 
parts—large parts and small—in the open mar- 
ket, confining themselves merely to the task of 
putting these purchased units together. Their 
plant investments are quite small. 

Due to the fact that every essential part of an 
automobile can now be purchased from a well- 
established producer, and that most parts and 
accessories producers are willing to build prod- 
ucts according to the automobile maker’s speci- 
fications, there is no inherent reason why an 
assembled automobile cannot give fully as satis- 
factory a performance as one that is made by a 
highly integrated producer. It so happens, 
however, that in the automobile industry most 
producers of assembled cars have not won satis- 
factory profits during recent years. Three well- 
known producers in this field operated at a defi- 
cit in 1927. 
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In such cases, the ability to obtain capital 
for a larger plant investment is often of tran- 
scending importance. A greater degree of manu- 
facturing integration, involving larger property 
investment, might be sought if the necessary 
capital could be procured. It cannot be pro- 
cured, except upon onerous terms, unless a 
small-plant producer has been able to demon- 
strate the validity (from a profits standpoint) 
of his theory of operation. 

The Drug Industry’s Experience.—Contrasted 
with the lack of success by several automobile 
producers who have sought to operate with min- 
imum property investments has been the con- 
spicuous success of (to cite only one example at 
this time) the drug, medicine, and cosmetic pro- 
ducers. 

The units in this latter named group are, 
oftentimes, no more than assemblers. They re- 
quire a plant only large enough to mix and pack- 
age their formule. Machine equipment is scant 
and obsolescence is slow. Production problems 
are simple; sales problems are all-engrossing. 

Thus in Table 24, on pages 169-70, showing a 
selected list of concerns which earned the great- 
est amounts on their property valuations in 
1927, the first 5 names at the top of the list are 
those of corporations operating in the drug, med- 
icine, and cosmetic industry. In this instance, 
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the minimum property value theory has been a 
matter of choice rather than necessity, and has 
been completely validated by certain leading 
concerns. Perhaps one reason why it has been 
validated is because, not being obliged to apply 
large portions of capital or profits to original 
plant or renewals, such concerns have had all 
the greater margin to devote to selling efforts. 

Many Compromises.—In between these three 
distinct theories of property investment there is 
a countless number of deviations and compro- 
mises, so far as the practices of individual cor- 
porations are concerned. 

Depreciation policies, for example, enter into 
the problem. A concern which charges large 
sums to depreciation each year will, presumably, 
show larger earnings on its physical assets than 
will one which makes smaller depreciation 
charges. But rapid depreciation must be com- 
pensated for by the building up of some other 
type of assets. 

Advertising policies are pertinent. Most 
banks and department stores possess finer build- 
ings than they need for the efficient conduct of 
their business. But they thus advertise their 
ability to purchase such luxuries. 

Managerial pride is often involved—and 
sometimes disastrously. One automobile com- 
pany, for instance, is known to have refined its 
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production enormously a few years ago, but then 
found itself unable to increase its sales to com- 
pensate for the luxury of its new plant and 
equipment. It escaped the receiver, but only by 
a narrow margin. 

Many concerns consciously carry an over- 
capacity so that they will be able to take care 
of peak loads in times of boom—when profits 
are customarily the largest. 

When all is said and done, the problem of how 
much property a given corporation can afford 
revolves itself into the simple question of how 
much property, and what kind of property, will 
yield the most satisfactory return over a period 
of years. 

Many business concerns which have found 
themselves overburdened with plant and equip- 
ment failed to see their problem clearly while 
they were striving for its solution. 


TABLE 23 


Property Accounts and Net Profits in Various 
Lines Compared 


Number of Dollars 
of Property Re- 
quired to Produce 
One Dollar of Net 

No. of Profit 
GROUP Cos. 1926 1927 


Drugs, Medicines, Cosmetics, etc... 9 $0.55 $0.48 
Office & Business Equip. & Suppl’s. 7 1.30 1.19 
SROCSiivc2 eae ren aerate neta 4 2.18 1.68 
TObDaCCOmProcuicte teen ee ny 1.60 1.69 
Retail Trademenn.-. sneer 51 2.93 2.95 


THE PROPERTY ACCOUNT 


TABLE 23 CONCLUDED 


No. of 
GROUP Cos 
PNULOMODUCE ace hoe koe os ea Nee eos 24 
Radio and Musical Instruments... 8 
Electrical Equipment ............. 6 
MAN RATOM tet Susie a Acide’. tov. cs eat 13 
Automobile Parts & Accessories... 22 
Agricultural Implements ......... is 
Household Equipment & Supplies.. 14 
Miscellaneous Manufacturing ..... 33 
Food Products (other than meat).. 36 
PRO MET SACO ec eee cies ay ote ees 7 
Di Ee CrOOUA me arb tics. Shs Caeie os Meas G's 4 
Machinery & Machine Equipment. 24 
PATEOMODIE® LITER ccs 5140 ese et 9 
Chemicals (Industrial) .......%... 14 
Theaters, Motion Pic., & Amuse.... 14 
Miscel. Mining & Smelting........ 14 
Building Equipment & Supplies.... 31 
Railroad Equipment ......5...... 18 
Miscellaneous Services ........... cae 
INTER GG ACKING Mento.’ sere s ei o's odie 3 
(ULES ie a eae epee Mtl 
otON Ci000Saas ese ko re cee ses a 
CONTE Seg 8 Aa Sols iets 7 ox ipa parece oF 
CT Be atest aia detente saspeicn 3 a 
SEE OES cn, Sent aoe a ear ee 18 
BlGe eee tae ee ents cae hen sees 22 
Shipping and Shipbuilding ........ if 
Tee COT lace ceo eudigl fare! e iano « 3 
BY OOlET T C1OOG Si nce aleiCstk<'s ws a e's 4 
Grleraentne a Meee Oc cites va tens « 11 
HOPEUIZOremr mea eitee. -luet e clerat et 3 
AVERAGE—044 COMPANIES ........ 


* Operated at a deficit. 
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Number of Dollars 
of Property Re- 
quired to Produce 
One Dollar of Net 


Profit 
1926 


1927 
971 2.99 
3.49 3.04 
810.) =3.34 
3.36 3.46 
2.74 3.53 
3.61 3.56 
3.96 3.65 
3.53 3.68 
3.88 3.91 
3.09 4.15 
22.67 4.84 
469 5.84 
7.02 5.98 
6.08 6.05 
5.70 6.34 
6.99 7.01 
5.89 7.06 
5.72 7.55 
9.47 8.09 
6.84 8.17 
8.97 9.55 
38.73 12.28 
7.37 13.56 
13.25 13.61 
17.83 13.91 
11.87 15.64 
25.85 19.15 
25.70 57.85 
" 58.48 
29.75 65.96 
1705 aan. 
6.11 6.96 
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The Cost Measure—We know of one large 
manufacturing establishment which is con- 
stantly computing the value of its investment in 
each division of its establishment by measuring 
the cost of the product of that division against 
the lowest obtainable market price for products 
of the same type. It has stern courage. In ef- 
fect, it says to each of its department foremen: 
“We will need so many units of Product X dur- 
ing the next quarter. Make them for us if you 
can do so more cheaply than you can buy them 
in the open market. If you can buy them more 
cheaply than you can make them, close down 
your department and become a purchasing agent 
until you can get your costs down.” 

This company does not wait until it is com- 
pletely beaten before it acknowledges its mis- 
takes. It is a highly profitable concern. 

There are no set rules, so far as the property 
account is concerned. The only principle ap- 
proaching a rule is the one which dictates that, 
before new units are added, a scientific study of 
existing and prospective costs should be made. 

But it is true, for obvious reasons, that on 
the average those concerns which are able suc- 
cessfully to conduct their enterprises on the 
smallest amount of property occupy the most 
secure positions in times of stress. 
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Property Accounts in Various Lines.——As was 
suggested earlier, and as is demonstrated by 
Table 23, to a certain extent the amount of prop- 
erty that a given concern must carry is beyond 
its control—it is dictated by the nature of the 
business in which that concern is engaged. 

This table reports the amount of property 
required by the leading concerns in various lines 
of business, to bring in $1 of net profit in 1926 
and 1927. 

On the average, 544 concerns in all lines re- 
quired almost $7 worth of property to bring in 
every $1 of net profit in 1927. Most of the 
groups which required less than the average 
amount of property per $1 of profit fall into 
the following broad classifications: 

(1) Those which consciously strive to hold 
property at the irreducible minimum, and which 
for this and other reasons have been able to ex- 
pend large sums in advertising trade-marked 
products; 

(2) Those in which manufacturing integra- 
tion has been efficiently developed to a high 
degree. 

(3) Those which are not obliged to carry large 
reserves of unextracted raw materials. 

(4) Those which were conspicuously pros- 
perous in 1927, and which by the mere size of 
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profits were able to overcome the handicaps of 
relatively large property investments. 

And these are the broad classifications into 
which fall those groups which required more 
than the average amount of property to bring 
in a unit of net profit: 

(1) Producers of raw materials, or producers 
of finished goods which, to insure an adequate 
future supply of raw materials, control extensive 
raw material sources. 

(2) Producers of bulky corneditiee or of 
commodities requiring both plant capacity and 
machine equipment that is physically large in 
size (and therefore expensive to purchase). 

(3) Producers in depressed lines. 

Table 24 lists the 50 specific concerns, se- 
lected from our full list of 544, which required 
the smallest amount of property to bring in $1 
of net profit in 1927. It is more than a coinci- 
dence that, of this short list of 50, fully 30 con- 
cerns are operating in five lines of business: (1) 
Drucs, Mepicrnes, Cosmetics, ETc.; (2) 
HovusrHotp EQuIPMENT AND SupPuigs; (3) Re- 
TAIL TRADE; (4) Foop Propucts; (5) Tosacco 
PRODUCTS. 

The list showing the individual concerns which 
required the greatest amount of property, rela- 
tively, reports mainly those which were, for one 
reason or another, suffering trade depression in 
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1927, and therefore is hardly pertinent to the 
immediate argument. For this reason it is 
omitted. 


TABLE 24 


50 Concerns, Selected From Full List of 544, Which 
Report Largest Earnings on Property Account 
No. of Dollars of 


Property Required 
to Produce One 


Dollar of Net Profit 

COMPANY 1926 1927 
ULES Sse Sy a ical OMe Se oye ea aan egg a $0.12 $0.07 
AU ENP ee cy eas o's co sere cies 0.14 0.11 
PROP DUNO Sete Mee os che Sis giao ee 0.11 0.12 
IV IVAUUOW AC Vb, INC; Os. 0 o/e4 <5 Soe cas 0.06 0.15 
Household 7Products,; Inc.ic. 4 332 s+ 0.17 0.16 
Here echatiner @ Marx © 23 50:...00 > 0.25 0.18 
PNME IMEI OLOPEEoON ios oa ds sce ee ee 0.36 0.37 
Oppenheim, Collins & Co........... 0.49 0.38 
Gabriel Snubber Mfg. Co. ......... 0.35 0.39 
American tobacco ‘Co. |. . os ss. k snes 0.42 0.40 
OWE CORE one le. ocd wane eink 0.58 0.43 
American Home Products Corp. .... 0.27 0.44 
Dy Ay Omer irate ats SEN a a isis aials 0.45 0.56 
U. S. Hoffman Machinery Corp..... 0.57 0.59 
Burroughs Adding Machine Co...... 0.74 0.61 
Rongress. (1gar CO: gk suet coos .e2 oe 0.59 0.62 
cae OAM ON © asitagus a oo x Sere ole 0.72 0.66 
Gillette Safety Razor Co. .......... O73 0.69 
ewe yes mcs.) COS, it ais bale nies cs 0.42 0.69 
Eureka Vacuum Cleaner Co. ...... 0.63 0.69 
Preciae ining C02). ane «civ ese 6 ss 0.50 0.70 
| Li ORES teed WTO Ae ieee eee serene 0.70 0.73 
Tevnoldss] OuaCCOn@ 0.1... .secc ess 0.76 0.74 
leh eeictine WGUly6e Ayu, anew. ark he 0.52 0.75 


Canada Dry Ginger Ale, Inc. ....... 1.05 0.79 
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TABLE 24 CONCLUDED 


No. of Dollars of 
Property Required 
to Produce One 
Dollar of Net Profit 


COMPANY 


Parke? Davis. & Ca.ii.7 a, aoe ee 0.82 
Radio: Corpxof Americal. = so. 4-2 2.70 
National Cash Register Co. ........ 0.90 
Kuppenheimer (B.) & Co. ......... 1.02 
Great Atlantic & Pacific Stores..... 0.96 
Evans Auto Loading Co. .......... 1.16 
Metro-Goldwyn Pictures Corp. .... *0.87 
General Railway Signal Co......... 1.07 
Bavuk. Cigare (ness. en ee 1.18 
Certo Corps sett ace eee eee ee 1.04 
Arnold-Constable Corps: ..e..-. <=. 1.91 
Timken Roller Bearing Co. ........ 0.88 
Consolidated Cigar Corp. .......... *0.69 
BonzAmit Coss. sagen ee eee 1.01 
General’ CiearCoi- In@..2 ee ee ane 0.96 
Ingersoll-Rand Co.<-4— .ceee ee ee. 0.78 
Vacuuni: Oil Con aees eee eee eee 0.91 
Lehn & Wink Products Co. 2.2.2.5 0.79 
Liggett & Myers Tobacco Co. ..... 1.07 
Mashattan=ohirt.Co. .-. sno. aseee- 1.18 
Chiveler Gore. cc. eset cae eee 1.53 
Borgrds: Becks Gow see. oo eee 1.24 
Woolwortha(l = W.)'Co. - oe. oa *1.32 
Postum7: Co..8 Inch ensue et oe ee ee 0.54 
Montgomery Ward & Co............ 1.85 


* Fixed charges for this corporation were estimated. 


1927 
0.80 
0.82 
0.84 
0.85 
0.86 
0.87 

*0.89 
0.90 
0.90 
0.90 
0.91 
0.92 
0.94 
0.94 
0.95 
0.98 
0.98 
1.00 
1.04 
1.10 
1.13 
1.12 

*1.16 
1.22 
1.23 


CHAPTER IX 


FUNDED DEBT AND FIXED CHARGES 


Tue funded debt of a corporation reports how 
that concern raised a portion of its capital, and 
its fixed charges report the cost of the money, 
or the terms upon which it was acquired. 

Corporate earning power, when it is measured 
against funded debt, is usually reported in a 
computation which shows fixed charges “times 
earned” in a given year. The mathematical 
process is simple division—net profit before fixed 
charges divided by fixed charges. 

To avoid confusion in the viewpoints of cor- 
porate management and of bondholders toward 
funded debt, these two angles of the problem 
will be considered separately. Attention will 
first be given to the corporation’s phase of the 
problem. 


The Corporation’s Viewpoint 


If there is any single word which summarizes 

a corporation’s attitude toward its funded debt, 

that word is expediency—in its broader mean- 

ing. Decisions as to expediency rest upon many 
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external factors, but principally upon (a) ne- 
cessity; (b) time; (c) demands of different lines 
of industry; and (d) individual situations. 

It is not the custom for corporations to market 
their own securities; some of the utilities have 
built up distributing organizations, but even in 
this branch of business distribution still remains 
for the most part a banking rather than a cor- 
poration operating function. In the industrial 
field, it is most infrequent for an individual con- 
cern to undertake complete responsibility for 
the marketing of its own securities. 

This is the banker’s or underwriter’s job. 
And because it 1s his job, the banker more often 
than not has the final word to say as to what 
types of securities will be offered to the public, 
and the price basis upon which such offerings 
will be made. 

This is all quite proper. An individual who 
is seized with an attack of appendicitis does not 
consult the veterinary.. He takes his problem to 
a specialist. The banker is a specialist in the 
distribution of securities. He tests the public’s 
appetite and consumptive powers at any given 
time, measures the degree of risk attaching to 
the securities that are to be offered against aver- 
age situations and long term experience, there- 
with arriving at a decision as to the quantity of 
bonds, preferred stock, or common stock that 
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shall be issued, and likewise as to whether the 
issue shall bear a 7, 6, or 5 per cent coupon, etc. 

It is all a matter of reconciling necessity with 
current expediency. But the net result is that a 
corporation, especially when it is offering its se- 
curities to the public for the first time, often has 
the size of its funded debt determined for it by 
the bankers. It adopts the necessary course. Its 
own desires are somewhat beside the point. 

And one may hazard the opinion that, in the 
great majority of cases, the bankers’ decisions 
are wiser than those of the corporate manage- 
ment might have been. The banker has two 
reputations to maintain—his own and that of 
the concern whose securities he is going to offer 
to the public. His own reputation is judged in 
large measure by the division in the number of 
good and bad securities that he issues. 

Issues Necessitated By Depression.—Necessity 
again plays a vital part in security issuance in 
times of stress. When a corporation finds itself 
in financial difficulties it takes the same course 
that an individual does when he suffers heavy 
financial reverses—it mortgages its property. It 
makes no difference whether the bonds issued 
under such circumstances are formally labeled 
“first mortgage’ issues or debentures. Failure 
to pay interest upon any type of a bond usually 
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marks the final step toward reorganization or in- 
solvency. 

And this fact, indeed, constitutes the strongest 
safeguard which bondholders possess, and is at 
the same time the firmest check tending to hold 
industry's bonded indebtedness at a relatively 
low level. It likewise constitutes the great 
danger in funded debt. Preferred dividends may 
be held in abeyance for many years and, unless 
the situation is covered by some special charter 
provision, stockholders can do little about it. 
Some corporations have never paid a common 
dividend, and yet are still going serenely on 
about their business, with the management con- 
tinuing to take out excellent salaries. 

The bond, on the other hand, is an instrument 
surcharged with a heavy load of TNT. When 
promises are not met the bondholders can step 
in and seize the property. Often they do so. 
It is not the common desire of industry to avoid 
bond indebtedness entirely because, quite aside 
from the dictates of necessity, it is often both 
most convenient and most economical for a cor- 
poration to raise a certain amount of its capital 
in the bond market. 

But it ws true that wIsE corporation manage- 
ments mevitably strive to keep bond indebted- 
ness within moderate proportions, and are 
constantly striving to reduce the size of such in- 
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debtedness. The common stockholders are the 
active and the real proprietors of a business, and 
it is a fact too obvious to call for comment that 
their equity is in inverse ratio to the volume of 
funded debt outstanding. It is equally obvious 
that the best and larger interests of common 
stockholders tend to increase in direct ratio, over 
a period of time, as funded debt decreases. 

The Time Element.—Both voluntary and in- 
voluntary increases or decreases in the size of 
funded debt are, to a great extent, governed by 
the time element. As was pointed out imme- 
diately above, times of business depression fre- 
quently dictate involuntary increases in in- 
debtedness. The conditions of both stock and 
bond markets at any given time dictate not only 
the amounts of various classes of securities that 
will be offered, but likewise the terms upon 
which they will be offered. 

Where the offering of bonds is a voluntary one, 
the level of average prices in the bond market, 
as a whole—or the going average yield—is the 
factor with which shrewd corporation fiscal of- 
ficers try to synchronize their issues. 

As the accompanying chart reveals, the yield 
factor is a wide variant. A list of representa- 
tive high grade industrial bonds which were sell- 
ing on a 4.85 per cent basis in the latter part of 
1916, sold to yield as high as 6.24 per cent in 
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mid-1920, and were back again to an average 
price from which they yielded 4.77 per cent, in 
the spring of 1928. 

The price which corporations entering the 
bond market during the past 12 years had to pay 
for their money, therefore, has fluctuated within 
a 30 per cent zone. Quite clearly, then, enor- 
mous savings can be effected if corporate plans 
develop so that full advantage can be gained 
from periods of high bond prices, and so that 
new financing can be avoided entirely in periods 
of low bond prices. 

In the majority of cases necessity rather than 
choice is behind new bond financing operations 
in periods of Low bond prices. 

If good bonds sell on, say, a 614 per cent basis 
in 1920, and on a 434 per cent basis in 1928, why 
do not all corporations which have call provi- 
sions attached to their bond issues, and which 
offered their senior securities on a higher yield 
basis, refund on the lower basis when interest 
rates are low? It appears that, as a general 
proposition, a difference of fully 1 point in cou- 
pon rate must be attainable if refunding under 
such circumstances becomes really a cost saving 
program. A differential of much less than 1 
point is almost wholly absorbed by necessary 
financing charges. 
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Demands of Different Lines of Industry.—As 
has already been pointed out, relatively large 
funded debts are necessitated in some lines, due 
to the nature of the services which those lines 
perform. This assertion is further verified by 
the tabulation following, which reports the num- 
ber of times which leading companies in various 
lines earned their fixed charges in 1926 and 1927. 
This is merely another way, of course, of report- 
ing the size of funded debt in relation to net 
profit. 

Note, however, that in this table only those 
concerns on our full list which have a funded 
debt are included. In the earlier study of the 
aggregate distribution of net profit by industrial 
lines, all concerns on our full list were grouped 
according to industrial lines, regardless of 
whether they did or did not have a funded debt. 
The accompanying narrows the study consider- 
ably further, omitting entirely those concerns 
which have no funded debt. 

We find that, on our full list of concerns, a 
total of 273 had funded debt of some size out- . 
standing at the end of 1927, and at the same 
time rendered income accounts which made it 
possible to make an accurate computation as to 
the times fixed charges were earned in that year. 
It was found necessary to exclude about a dozen 
additional corporations which, although they 
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had a funded debt, did not report depreciation 
or depletion; exact computation of net profit 
was therefore impossible. 

These 273 concerns for which comparable data 
were available earned their aggregate fixed 
charges 6.58 times in 1926, and 5.25 times in 
1927. 

The decline in times earned in 1927 as com- 
pared with 1926 was only to a small extent due 
to the increase in fixed charges during that year; 
for the most part, it was due to the decline in 
profits. 

Those industrial lines, the leading concerns in 
which earned less than the average for their fixed 
charges, fall mainly in these classes: 

(1) Lines requiring large investments in 
property, and especially those extractive lines 
which must carry heavy reserves of unextracted 
materials for future use; 

(2) Lines which, at some time in the past, 
have experienced such severe trade depressions 
that heavy mortgaging of properties offered the 
only route of escape from insolvency; 

(3) Those lines in which net profits in 1927 
were abnormally low. 

The lines which reported greater than aver- 
age earnings for their fixed charges were, con- 
versely, those in which large property invest- 
ments are not normally required, which have 
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managed to raise their necessary funds mainly 
from sources other than the bond market, and 
which for one reason or another have found 
themselves abnormally prosperous during recent 
years. 

Significance of the Average——We direct espe- 
cial attention to one unsatisfactory feature of 
the accompanying table reporting fixed charges 
times earned by different industrial groups. In 
some lines, the number of companies included is 
so small as to make the trustworthiness of the 
results highly questionable. These nonrepre- 
sentative cases have been included only to make 
the tabulation as complete as possible, and to 
disclose the basis upon which the average for the 
273 companies combined was reached. 


TABLE 25 


Number of Times Fixed Charges Were Earned in 
1926 and 1927 by Corporations in Various 
Lines of Business 


(This table omits from consideration those concerns 
on our full list which had no funded debt in 1927, and 
also those which rendered statements which would not 
permit of accurate computation of net profits.) 


Number Fixed Charges 

of Cos. Times Earned 

Included 1926 1927 
(4) Electrical Equipment ....... 19.20 27.70 
(6) Chemicals (Industrial) ...... 18.70 19.60 

(22)""Retaile Tradesseav. eee cee 19.00 18.40 


(16) Miscellaneous Manufacturing. 14.80 15.00 
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Number Fixed Charges 

of Cos. Times Earned 
Included 1926 1927 

(19) Food Products (other than 
SINT Dig oot Seo Cag ane 11.60 11.10 
CT) Pe Popacco: Products . fe... cess 12.40 11.10 
(6) Automobile Parts & Acces..... 11.30 9.71 
(5) Miscell. Mining & Smelting... 8.69 8.82 
(18) Machinery & Mach. Equip.... 12.85 8.46 
(So Mab Dparelave: ste. Sales Bhs 12.16 8.42 
LO} eAUICOMODIESy cose ees one cs 10.11 8.20 
(3) Radio & Musical Instruments 9.48 7.49 
(4) Household Equip. & Supplies... 5.87 7.23 
(8) Railroad Equipment ........ 8.78 6.21 
(12) Building Equip. & Supplies .. 6.93 4.82 
(18) Steel (including U.S. Steel).. 5.75 4.68 
PG ODODE ne tion svareieete os © 5.05 4.19 
(8) Miscellaneous Service ....... 3.42 3.67 
forme Meat acking™ ov .f.c as sos <> 2 4.54 3.64 
OLE ree etonee o roeds Sf eecck Mies et 9.48 3.62 
(6) Automobile Tires ........... 2.70 3.56 
(14) Theaters, Mov. Pic., & Amuse. 4.02 3.56 
MON MEE ADED ia cicclt erg Ao oie sate © Be 3.00 2.67 
CDI OUC ATES eo ie ee oe oe eikheg aia 's Tot 2.18 
(aya GOttOn GrOOdSiit.erek ces dele 0.53 2.04 
(5) Shipping and Shipbuilding .... 1.11 1.60 
(TOE OAL I ercicac Nite raanle ilowhs «on 2.28 0.57 
Average, 273 companies with funded 

Cepia ee esta pee ne 6.58 5.20 


This average figure we regard as possessing 
a considerable degree of significance. To point 
out that the average large industrial concern 
which was carrying a funded debt in 1927 
earned its fixed charges 5.25 times in that year 
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is by no means to contend that every industrial 
concern, if its bonds are to receive a high invest- 
ment rating, should have earned its fixed charges 
by such an excess. But the average figure does 
show what actually occurred. Given this aver- 
age, it is possible to examine individual situa- 
tions, and to seek to explain or justify radical 
deviations. 


The Bondholder’s Viewpoint 


The bondholder’s primary concern is that of 
obtaining the best return that is consistent with 
safety. Or at least that should be his primary 
concern. If return is uppermost in his mind 
and safety is secondary, he will find his most 
promising opportunities outside of the bond 
market. This has come to be such a generally 
recognized fact that it is a fair assumption that 
the greatest concern of bondholders as a group 
is safety, rather than return. 

This being true, it logically follows that the 
bondholder’s viewpoint is a common one with 
that of the corporation in some respects, but is 
directly at odds with that of the corporation in 
many other respects. 

For example, the bondholder cares very little 
about the factors which dictate corporate policies 
in the issuance of certificates of funded debt. He 
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cares very little about the aggregate welfare of 
the proprietors of a business (the common stock- 
holders) or about the prospect for an increase in 
their equities. 

The bondholder is a lender, in the same sense 
that a bank which advances money for short- 
term purposes is a lender; he wants his money 
back when the corporation that has borrowed it 
has promised to repay; he wants his interest reg- 
ularly while his money is in use. He wants the 
market value of his bonds to increase, rather 
than to decrease, and in that sense he demands a 
generally prosperous concern and realizes that 
his interests are closely allied with those of the 
proprietors. But above all else he wants safety, 
and if he is assured of this he is content to let 
most of the other factors in the case become 
wholly subordinated. 

What is the statistical evidence that the safety 
which he demands is actual? 

Earnings the Key.—Earnings are of course the 
most essential criterion. It is so patent that the 
bonds of an industrial company which earned 
its fixed charges 10 times in a given year are in 
a stronger position than the bonds of a com- 
pany which earned its fixed charges 114 times, 
that the proposition is not even subject to de- 
bate. It is our opinion that adequacy of earn- 
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ings is always and eternally the foremost test 
of a given bond’s investment position. 

But the point that many bondholders over- 
look is the fact that stability of earnings is often 
almost as important as adequacy. 

Take the United States Steel Corporation as 
an example. This company’s total fixed charges, 
amounting to some 18 millions annually, are 
much larger than those of any other industrial 
concern in this country. Earnings on fixed 
charges (including subsidiary requirements) 
during the five-year period 1923-1927 ran as fol- 
lows: 


Fixed Charges 


Year Times Earned 
LO foes ta Satan ia oed we 5.9 
LOG Pietsch eras 7.3 
DR pit MR Pe rc d ha 5.8 
A Sera Vn A ah 5.4 
LOB Pw yakatercts ace eremmetate 6.5 


Earnings of this size must assuredly be re- 
garded as adequate. But it will be observed that — 
they are not nearly so large, relative to fixed 
charges, as are the earnings of many other cor- 
porations which are listed in Tables 26 and 28, 
following. Yet the bonds of the United States 
Steel Corporation habitually sell on a lower 
yield basis than those of many other concerns 
which earn their fixed charges by a much wider 
margin, It is the stability of the Steel Cor- 
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poration’s earnings, as well as the adequacy 
thereof, which determines their investment po- 
sition. 

Hence, in the investment market, while sta- 
bility does not compensate for inadequate earn- 
ings, it does compensate to a certain extent for 
the fact that earnings are not conspicuously ex- 
cessive. That is precisely why high grade bonds 
of railroad and utility corporations, the fixed 
charges of which are earned only 2 or 3 times in 
a given year, customarily sell on a lower yield 
basis than many excellent industrial bonds earn- 
ing their charges from 5 to 10 times. 

Asset Value.—The asset value behind a funded 
debt is worth only what it will bring at forced 
sale. To continue with the same example for a 
moment, the United States Steel Corporation 
valued its physical properties at 1.7 billions at 
the close of 1927. But no one fancies that the 
company could raise that amount of cash if it 
decided to liquidate. That is the estimated 
value of the property of a going concern, oper- 
ated by that concern itself. It is not liquidating 
value—not anything like liquidating value. It 
of course means something to the owner of a 
bond if the property of a company is pledged as 
security for the principal of the loan. But such 
a mortgage does not mean as much as it is often 
assumed to mean. It usually means less to in- 
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dustrial bondholders than to the owners of the 
senior obligations of essential railroads and pub- 
lic utilities. 

Current assets are sometimes of much greater 
value from the bondholder’s standpoint than are 
fixed assets—no matter how great or pretentious 
those fixed assets may be. On relatively short 
notice, any corporation can turn the greater por- 
tion of its current assets into actual cash. After 
current liabilities have been subtracted, the re- 
mainder of this cash is theoretically available for 
bondholders. Thus for a period of time the 
bonds of an industrial concern that is earning at 
a low rate may sell on a relatively favorable yield 
basis, simply because the current asset position 
is strong. 

But earnings tell the story in the long run. The 
owner of a bond which is showing adequate or 
stable earnings (preferably both) does not need 
to worry much about the asset position of the 
company which has issued that bond. But the 
owner of a high asset industrial bond for which 
earnings are persistently inadequate does have 
something to worry about. In all cases he should 
make earnings the prime test of safety. 

And, of course, no bondowner can really fol- 
low the trend of earnings behind his issue unless 
he regularly receives complete income accounts 
and balance sheets. 
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Individual Variations—T ables 26, 27, and 28, 
reporting individual situations in 1926 and 1927, 
require a brief explanation. 

Table 26 lists the 50 concerns on our list of 
273 which reported fixed charges earned the 
greatest number of times in 1927. The chief 
value of the table lies not in times earned figures 
themselves, which are preposterously high, but 
in the fact that the tabulation merely reports the 
concerns which have relatively the smallest fixed 
charges to be cared for. Total fixed charges of 
the 50 concerns combined amounted to 8.9 mil- 
lions in 1927, or to 3.9 per cent of the combined 
fixed charges of the 273 concerns on the list here 
under study. 

Table 27 reports two important facts: con- 
cerns which have relatively large fixed charges, 
and those which, for one reason or another, were 
not so prosperous in 1927. The fixed charges of 
these 50 concerns amounted to 65.2 millions, or 
28.5 per cent of the total of the 273 concerns on 
our list. 

Table 28 is the most significant of the group. 
Selection of the 50 corporations included in this 
tabulation has not been made on the basis of the 
size of earnings, but on the basis of the size of 
funded debt. These 50 concerns are the ones on 
our list which had the largest funded debts at the 
close of 1927. Their total fixed charges in that 
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year were 61 per cent of the fixed charges of the 
273 concerns. 

To make the significance of the figures in all of 
these tables more apparent, an extra column has 
been added in each case, showing the amount of 
fixed charges in 1927. 


TABLE 26 


50 Concerns on List of 273 Which Showed Largest 
Earnings, in Relation to Fixed 
Charges, in 1927 


—1926— 1997 
Fixed Fixed Fixed 
Charges Charges Charges 
imes (Million Times 
Earned Dollars) Earned 
General Baking Corp.......... *624.00 *0.01 *775.00 
E. I. duPont deNemours & Co.. 467.3 0.09 511.6 
Kresse (62 pec OO ceca so *468.0 *0.01 *510.0 
American’ Tobacco Co. ........ 451.0 0.05 466.2 
American Locomotive Co. ..... *268.3 0.03 *214.0 
Woolworth (F. W.) Co........ “157.7 *OAR> 72083 
General Electric Co. .......... 107.1 (0.28 1753 
Thompson (John R.) Co. ...... 151.0 *0.01 154.0 
Ingersoll-Rand: Cove, ..2-0es. ee 158.6 0.05 182.0 
American Metal Co., Ltd....... 134.0 0.02 126.5 
Chrysler Gorpeenatee. coc tees 62.8 0.19 103.6 
Corn Products Refining Co..... 1004 0.12 1003 
Wrigley (Wm. Jr.) Co. ........ Pas dO Ay 66.1 
St) osepi Lead Gos ow. rece Do. fe O07, 58.6 
Kennecott Copper Corp. ...... 38.8 0.51 56.2 
Real Silk Hosiery Mills, Inc.... 73.0 0.01 595.0 
International Nickel Co. Heiss *40.7) F013 SAT 
Butlers Brositcs acti. ae a ioe ee *47.35° 70.06" “447:2 
Cushman’s Sons, ine feat Saas e389 0.00 eae LO 


General Outdoor Advg. Co. .... *29.8 0.07 46.3 


FUNDED DEBT AND FIXED CHARGES 189 


TABLE 26 CONCLUDED 


—1926— 1927. 


Fixed Fixed Fixed 

ine GQhibe tee 

Earned Dollars) Earned 
Commercial Inv. Tr. Corp. .... 51.0 0.07 43.9 
Curtiss Aero & Mot. Co........ eo mer Adis ton 
Atlas Powder Co. ....:.: PeOae e239 070,05.) 4158 
TSTERPOR ON TEGO re tes ons «us 41.3 0.86 39.8 
Columbian Carbon Co. ....... LE IMO = RRs: 
Pan; Amer, Pet. & Trans. Go....~ 33.6 0.45 38.6 
XAG COPD ait thar cts oe *66.5 0.58 35.5 
Loose Wiles Biscuit Co........ ae ee 0G aero 
Mack sErucks sine: ie nr: s.5 bec 45.3 0.20 30.2 
Stewart-Warner Spdmtr. Corp.. *23.2 0.18 *29.9 
Royal Typewriter Co.......... oo are 100405 cod. 
U. S. Industr. Alcohol Co...... 142," 0.08 28.0 
Kuppenheimer (B.) & Co...... 24.3 0.03 26.7 
Crucible Steel Co. s5.0. 660050 25,30. 025 25.4 
PUNE AION WOO, Gee ah a ace ke £5.15 jet O:02gee 20.0 
American Wholesale Corp...... “18.7 0.06: *24.0 


National Enamel & Stp. Co..... 163 0.03 23.3 
Union’ Carb, «Carb. Corp... 5 20.8 71.20 22.1 


Purity Bakeries Corp. ........ 145 0.15 21.7 
Waldorf System, Inc. ......... *22.4 *0.05 *21.4 
Harste Nau. ict: 1NC.. 2; «+o5css *11.3170.06, 4720.3 
American Chicle Co........... 15.8" 7 0.08 20.0 
Firestone Tire & Rubber Co.... 16.6 0.73 19.8 
Franklin Simon & Co.......... SOrt ec UTaeerto.s 
C.-G. Spring & Bumper Co:.... *57.0 *0.02 *17.0 
American Radiator Co. ........ 2750.18 16.7 
InteriypetCorp. os. Conn cecess 17.0 0.03 16.3 
Jones & Laughlin Steel Corp... 18.8 0.75 16.0 
MACYS CREPE C800. 40). wet 47.7 0.40 15.6 


American Machine & Fdy. Co.. 6.4 0.10 15.2 


* Denotes fixed charges of this company were estimated. 
Note: Where no figure appears for 1926 there was no funded debt in that 
year. 
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TABLE 27 
50 Concerns on List of 273 Which Showed Smallest 
Earnings, in Relation to Fixed 


Charges, in 1927 
1927 


Fixed Fixed Fixed 
Charges Charges Charges 
Times (Million Times 
Earned Dollars) Earned 
Botany Consol. Mills, Ine...... Spee wa bile: 0.18 
Internat? Agricul, Gorp.....<.1. - 3.74 0.44 0.20 
Louisiana Oil Ref. Corp....... 10.27. 0.10 0.60 
Hike Horn CoalsCorpison wea. 1.947 045 0.64 
Hoeet He Ho ee Onna cetera 2.20 0.40 0.65 
Long Bell: Lumber Corp....... VS Tee 0.67 
Continental (Oi.Co wos a a5 *101.60 0.51 0.73 
Simms Petroleum, Co... ...0 14.55 0.24 0.75 
Cuban Dom: Sug. Corp......... 0.01 2.50 1.06 
Wearter Bros: ciCtr (NG. ..2 uate: Sem Uses ee det 
Amer, Ship & Com. Corp. «+... 0.59 047 1.09 
Amer. Brown Bov. Elec........ 134 0.53 1.09 
Gould’ Coupler Cas. san enes 1.83 0.29 1.14 
Consolidation Coal Co. ...... 1:39." 1-78 £21 
Southern Dairies, Inc.......... 3.14 0.52 Aisa 
Consolidated Textile Corp...... 0.20 0.88 1.24 
Natl. Distil: Prod. -Corp-.:..:. 052. 0.25 1.24 
Amer.-Hawaiian 8. 8. Co....... Soe Ulu 1.25 
Cuba Cane Sugar Corp........ 0.22 2.58 1.34 ° 
Motion Picture Cap. Corp..... © 1.79 0.24 1.42 
WalwortheGorc. «eer oe eee GS Mee Ulin. 1.47 
Pierce, Butler & P) Mig. Co..4 57 *o-79 > "015° = 2h53 
Porto Rican Amer. Tob; Co.....- 2:07 ~ 0.50 1.56 
American Woolen Co. ......... senna Saas: 1.57 
Kelly-Springfield Tire Co...... oii aah | 1.59 
Atl. G. & W. Ind, 8. S. Lines.. 1.28 1.38 1.62 
Durham Hosiery Mills ........ 247 0.16 1.63 
Sinclair Consol. Oil Corp....... Sea 4509 dei’ 


Remington Arms Co., Inc...... o3.20) 9 U.09 waucdere 
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1926. 1927. 

Fixed Fixed Fixed 
Charges Charges Charges 
Times (Million Times 
Earned Dollars) Earned 


IVA ati SOPAL CO: osc so as a aes 0.83. 0.83 1.73 
Rolls Royce of Amer., Ine...... 5.08 0.13 147 
SCR CON MONMMO re Sl a n ais ese os 6.26 0.45 1.78 
Federated Metals Corp. ....... 0.02 0.40 1.88 
Buse berminal Os os ss a0 son's 1.86 1.48 1.97 
Amer. Beet) Sug>Co............ ey 1.98 
DCTS CO.ci ce ses don os 2 SA ewok 1299. 
vaIOnal Acme) GO, Coos a sie ae os 6 V2 O20 2.00 
California Petrol. Corp. ....... POS ite led. 2.04 
Commercial Credit Co......... esp ed Ble 2.10 
Punta Alegre Sugar Co........ 1.09 1.00 2.16 
International Salt-Co.......... 2.82 _ 0.28 2.18 
International Paper Co........ 2.08 4.86 2.18 
Pac ce Millay incre se 5. + <0 +s O30 1.09 2.18 
Ginany Packing Cos... .+<<s.0 3.14 1.89 2.24 
Bethlehem Steel Corp. ........ 2.62 11.46 2.38 
Niles-Bement-Pond Co. ....... 2:38) 70.10 2.40 
Met ele Ome cee 5 irae ests ofS 2.00 - 0.36 2.42 
Pressed Steel Car Co. ......... foe Uoom, 2242 
Sita Mire Car Co. of Am... 4.08 0.14 2.43 
Colorado Fuel & Iron Co..... ee a NS aa ID? 2.50 


* Denotes fixed charges of this company were estimated. 


TABLE 28 


50 Concerns on List of 273 Which Had Largest 
Fixed Charges in 1927 


1926 1927. 
Fixed Fixed Fixed 
Charges Charges Charges 
Times (Million (‘Times 
Earned Dollars) Harned 
Wnion Carb. & Carb; Corp..... 20.79... 1.20 22.12 
Liggett & Myers Tob. Co....... 146 S725 311.90 


Westghse. Elec. & Mfg. Co..... 824 150 11.48 
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TABLE 28 CONTINUED 


—1926— 

Fixed 

Charges 

Times 

Earned 
Union Oil Corot Calitse.7.. < 11.03 
Amer. Smelt. & Ref. Co.....,.. 7.91 
Nat. Dairy Prod. Corp....... ore Bi 
United States Steel Corp....... 7.382 
Goodrich=(B. I.) Cot.cc4s5.. #< 2.70 
Pore’ Onl Cons ees wean 15.72 
Gults Olt Corps off Pa.cce oes 9.84 
SSWit tee COnn so oe atarqane te eramigars *5.25 
Phillips” Petrol “Cow .e Jes wees 7.82 
Republic Iron & Stl. Co........ 5.30 
Humble. Oil’& Reis Go.c 222. <<. *14.75 
Pillsbury Flour Milla 222.2. ¢. 1.90 
Metro-Goldwyn Pict., Inc...... *4.12 
Dodger Bros. Inte. cease cee 6.65 
Barnsdall Corie wavs oces ce 2 3.96 
ide WatertOul Go.wc.eccees ses 6.56 
Atlantic: Rete Cote sconce ss 7.69 
Crown Willamette Pap. Co..... 3.44 
LOEW Ean Cet nrae ha draco e or 3.28 
Goodyear Tire & Rub. Co...... 2.15 
American Sug. Ref. Co......... 4.52 
Stand. Oi Comois Ne Y acme. 12.07 
Houston Oil Co. of Tex... 2.4 2.81 
Paramount-Fam.-Lasky Corp... *2.60 
Youngstown Sht. & Tube Co.... 4.50 
Lortllards(P 7 &: Co.n eee 4.38 
Lambert. Got ican one 1.84 
Colorado- Fis & TsCoek. cower ae 2.52 
Bethlehem Steel Corp.......... 2.62 
Cudahy Packing Co........... 3.14 
Internats.Paper Cay is. aces 2.08 
Pacific7 Milla, 2 fac cemeen eee 0.30 


——1927——_ 

Fixed Fixed 
Charges Charges 
(Million (Times 
Dollars) Earned 
1.18 9.52 
2.01 ray; 
1.93 6.33 
18.07 5.86 
2.93 5.40 
1.24 4.90 
3.83 4.58 
*3.62 %*4.37 
1.57 4.15 
1.04 3.90 
2.66 3.67 
1.02 3.64 
“114 23.04 
3.80 3.54 
1.74 3.43 
1.27 3.39 
0.98 3.37 
1.18 3.22 
3.24 3.08 
6.45 3.04 
1.80 2.99 
5.74 2.98 
1.33 2.83 
*4.44 *2.82 
4.12 2.70 
1.63 2.53 
2.00 2.50 
1.72 2.50 
11.46 2.38 
1.89 2.24 
4.86 2.18 
1.09 2.18 
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—1926— 1927. 

Fixed Fixed Fixed 

Charges Charges Charges 

Times (Millon Times 

Earned Dollars) Earned 
Punta Alegre Sug. Co.......... 1.09 1.00 2.16 
Commercial Credit Co. ....... 151 1.66 2.10 
California Petrol. Corp. ....... 10.87 1.27 2.04 
WIA UD DEEN Ove ws eee 6 ars S429 O01 1.99 
Buen TerminaliCons... execs 1.86 1.48 1.97 
Remington Arms Co., Inc...... EE Po Pod ype 
Sinclair Cons, Oil Corp....... 3.29. 4/09 i ey A 
Atl. Gulf & W. 1.8.8. Lines.... 1.28 1.38 1.62 
mAmers Woolen (6076500 ve 6s. es eO) pando 
Cuba, Cane Sig sCorp....... 0... 0.22 2.58 1.34 
Consolidated Tex. Corp. ...... 0.20 0.88 1.24 
Consolidation Coal Co. ...... 1.39 1.78 1:21 
Cuban Dom. Sugar Corp....... 0.00 2.50 1.06 
Long Bell Lumber Corp. ...... 20 ee Ot 0.67 
Botany Cons. Mills, Inc....... d 125 0.18 


* Estimated. d=Deficit times earned. 


CHAPTER X 
CURRENT ASSETS—CURRENT LIABILITIES 


A CORPORATION’S current assets minus its cur- 
rent liabilities equals its net working capital. 

Its current assets divided by its current lia- 
bilities equals what accountants, for brevity, call 
its current ratio. Thus to report that the current 
ratio of Corporation X is, say, 4.21, is merely a 
short cut to the statement that the concern’s cur- 
rent assets, at a given time, are 4.21 times as 
ereat as its current liabilities. 

The current ratio constitutes one of the most 
common tests in daily use by bankers and busi- 
ness men for appraisal of the credit situation of 
a given company. 

While not attempting to deny that the figure 
is a valuable tool in the analysis of financial 
statements, the accompanying study will demon- 
strate that it 1s at the same time one of the most 
dangerous of tools when it is carelessly used, ca- 
pable of leading the analyst into gross error; 
and that in the majority of cases it comes to pos- 


sess value only after the ratio itself has been 
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broken down into its component parts and each 
part studied separately. 

The whole subject is such a broad one that 
the outstanding difficulty which presents itself 
is the attempt to present anything like a com- 
prehensive analysis in the limited space here 
available. Hence this study will not pretend 
completeness. It will merely seek to deal with 
some of the broadest generalities and most sig- 
nificant principles attaching to the current asset- 
current liability relationship. Succeeding studies 
will deal somewhat more in detail with the prin- 
cipal items in the current assets and current lia- 
bilities sections of the balance sheet. 

Chief Items.—At the outset, it will greatly 
simplify the discussion if we note the specific 
items which are reflected in the current ratio. In 
current assets there are three leading items, viz.: 

(1) CasH AND EQUIVALENT, including bank bal- 
ance, call loans, and marketable securities. Accrued 
interest due, cash value of insurance policies and 
numerous similar minor items are sometimes re- 
ported separately, but are often (perhaps quite 
properly) reported as a part of cash. 

(2) Accounts RecrtvaBLtpE, from whatever 
source. 

(3) InvenTortiEs, including finished goods, goods 
in process, and materials and supplies. 

In the current liabilities section of the balance 
sheet the following two items, in point of size 
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and importance, are ordinarily much more sig- 
nificant than any others: 
(1) Nores Payasie, to banks and all others. 
(2) Accounts PayasBLe, for whatever purpose. 
Various current reserves and accruals, such as re- 
serves for taxes, commissions, bad debts, etc., and 
accrued interest, dividends and wages, etc., some- 
times bulk larger in the aggregate, but do not 
ordinarily bulk very large individually. Nor are 
they of great importance either in the aggregate or 
individually, due to the fact that they are mainly 
very short-term items, promptly absorbed. 


It is a widely held theory that small current 
liabilities and large current assets constitute the 
infallible earmarks of a strong financial situa- 
tion. To test this theory, we shall examine the 
case of hypothetical Corporation X, which we 
will assume reported, at the close of a given fiscal 
year, current liabilities of $100,000, and current 
assets of $1,000,000. Its current ratio is 10— 
much above the average, and presumably a fig- 
ure which marks this concern as one of extreme 
financial strength. 

Time Period.—At the very outset, it is neces- 
sary to distinguish between the time period cov- 
ered in an income account and in a balance sheet. 
Whereas the annual income account reports re- 
sults for a given fiscal year, the annual balance 
sheet merely reports conditions as of the last 
day of this given fiscal year. It reflects the full 
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year’s operations, of course, but it is a mirror of 
fact which is subject to quick change. Fixed 
assets have remained roughly constant through- 
out the year, but both current assets and current 
liabilities have been rapidly shifting from week 
to week-—sometimes from day to day. These 
shifts are dictated not only by seasonal condi- 
tions, but by general trade conditions. 

Thus it is important at all times to keep in 
mind that the current items in a balance sheet 
reflect only a current condition. In part, at least, 
the significance of this current position can be 
determined only by comparison of the position 
upon corresponding dates in past years. 

Meaning of Current Liabilities—Corporation 
X’s current liabilities, amounting to only $100,- 
000 as compared with current assets of $1,000,- 
000, give a surface signal which says that the 
company pays all its bills promptly, keeps itself 
out of debt, presumably has money in the bank, 
and generally conducts itself as an exemplary 
corporate citizen. In actuality, this may or may 
not be the case. 

It is possible, indeed, that Corporation X’s 
current liabilities may be very low because it is 
a depressed company rather than a highly pros- 
perous one. 

Its bank loans may be low or zero because it 
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can find no way in which to employ borrowed 
capital. 

Its accounts payable may be low because its 
current purchases of raw materials are small or 
negligible. 

Its reserves for taxes may be low because, 
having earned nothing in the previous year, its 
Federal income tax accruals are zero. 

And its accrued wage obligations may be low 
because it is running at only a small fraction 
of capacity, and because it has been necessary 
to “lay off,” say, 75 per cent of the normal work- 
ing force. 

Thus low current assets may be EITHER @ Sig- 
nal of a fine financial condition or they may be 
the signal of real economic distress. Competent 
balance sheet analysis comprehends determina- 
tion of reasons for specific situations. 

Further, Corporation X’s current liabilities a 
month prior to the date upon which it issued its 
annual balance sheet may have amounted to as 
much as, or even more than, its current assets. 
If so, it could have changed the situation radi- 
cally by the sale of a block of bonds, which 
would make it possible to transfer a large por- 
tion of current liabilities into fixed liabilities. 
The current financial position might therewith 
have been improved, but the situation of the pro- 
prietors of the business (the common stockhold- 
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ers) might have been weakened by the new 
mortgage which it had been necessary to place 
ahead of their own claims. 

Current Assets.—But still it remains true that, 
as of the date of the statement here under scru- 
tiny, Corporation X’s current ratio was 10, and 
that it was, prima facie, a good credit risk for a 
bank loan of, say, six-figure proportions. Let 
us examine three possible cases. 


CASE 1 (CORPORATION X) 


RS BELIPATICRCOUIVS IONE? gnc arenes cera es oe wale 8 os $500,000 
ACCOUMISEPECEIVADIC Ss wi. be sd erence ode 250,000 
VSR. 0g lp ae a a ab ne ri AR er 250,000 

POUR MCUITEMG cASBELS NC. arcs. 6 ots es debs son wes $1,000,000 
Ulrem mA DIES inc fancies f ant so eoks's $100,000 


In this case, of course, there is no room for 
doubt. The current ratio does reflect a strong 
financial condition, both relatively and actually. 
But now look at another distribution of current 
assets: 


CASE 2 (CORPORATION X) 


Ganheandvequivalenticc: «acc osajeseie sabe roses $200,000 
EMOCOUTIUSSTECCLV AIC Una atc sous pos iemia sch selcims 400,000 
DIAG MUO VPs yaes <s soe aioe Tere ce opens oe hss 400,000 

PROUALMOMITEDUS ASSES) yc cs sce s occ s 8'4ie nos $1,000,000 


Currentaliai! Wiese. oases s ieee sce eee $100,000 


200 CORPORATION PROFITS 


The current ratio remains 10, but there is at 
least ground for the suspicion that some of Cor- 
poration X’s receivables may be cancelling them- 
selves a bit slowly, and that its inventory, in 
relation to its other current assets, may be a bit 
large. And certainly the cash position has be- 
come less satisfactory. 


CASE 3 (CORPORATION X) 


Cash and equivalent, yest ae aoa $10 
Accounts recelvabletua7.cs saedec eects 499,990 
Tiventoryiae cokes an ca aureus crt e ta crane eee 500,000 

Total currentasseis % Acca custetes oa $1,000,000 
Corrents liabilities coe scls tae eo Cree ee $100,000 


The current ratio still remains 10, and, prima 
facie, Corporation X is in a fine financial posi- 
tion if it is judged solely upon the basis of this 
ratio report. Further, if commodity prices are 
rising, and if the company’s customers are liqui- 
dating their indebtedness according to the usual 
practices in the trade, Corporation X, despite its 
low cash, its large inventories and its large re- 
ceivables, may be in a reasonably strong finan- 
cial position, and therewith a logical candidate 
for a substantial loan. 

But if commodity prices are falling or per- 
haps even if commodity prices are stable, and if 
indebtedness is frozen or even if collections are 
merely slow, Corporation X, regardless of its 
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high current ratio, well may be in a dubious 
financial position, and a questionable candidate 
for further credit. 

The very least that can be said is that the 
financial condition in Case 3 is not by any 
stretch of the imagination as strong as that re- 
flected in Case 1, regardless of the identical 
ratios. 

Thus to report that Corporation X’s current 
ratio is 10 is to report not much of anything of 
importance. To report that Corporation X’s 
current ratio 1s 10 AND TO STATE THE REASONS 
WHY IT Is 10, AS DISCLOSED BY CAREFUL ANALYSIS, 
is to report a fact that is quite essential to bal- 
ance sheet analysis. 

Current Ratios of Various Lines.—By the same 
sign, it would be more or less meaningless to 
report the composite current ratios of various 
lines of industry, at the end of 1926 and 1927, 
without an accompanying explanation. In 
Table 29, therefore, we have sought to convey, in 
general terms, some idea of why certain ratios 
stand in their respective positions. This edi- 
torial section of the table calls for some explana- 
tion. 

In the four chapters immediately following it 
will be disclosed that, on the average and at the 
end of 1927, the relative amounts of aggregate 
current liabilities and the distribution of aggre- 


202 CORPORATION PROFITS 


gate current assets (for a large group of indus- 
trial concerns) ran roughly as follows: 
Aggregate current liabilities were 7.61 per cent 
of aggregate total assets. 
Aggregate inventories were not quite 50 per cent 
of aggregate current assets. 
Aggregate cash was around 30 per cent of ag- 
gregate current assets. 
Aggregate receivables were slightly more than 20 
per cent of aggregate current assets. 

Thus the editorial comment in Table 29, in all 
cases, states merely a relative situation. In as- 
serting that a given industry’s current liabilities 
are very large, we seek only to state that such 
liabilities, at the end of 1927, amounted to con- 
siderably more than 7.61 per cent of total assets 
—1i.e., that, relatively, current liabilities were 
considerably greater than the average for in- 
dustry as a whole. Similarly, in each column of 
the tabular editorial analysis, the terms “very 
large,” “large,” “about average,” “average,” 
“small,” and “very small,’ merely convey an idea 
of the relative positions of the particular item, 
for a given group, with reference to the grand 
average. 

Extended discussion of the significance of 
Table 29 will be postponed until later, when such 
important items as current liabilities, inven- 
tories, cash, and receivables come up for closer 
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individual scrutiny. Here it is only pertinent to 
note that not all of the lines of industry which 
had relatively high aggregate current ratios at 
the end of 1927 were actually in strong financial 
positions and that by no means all of those 
which had relatively low current ratios were 
actually in weak positions. 

Some Improvement in 1927.—The aggregate 
current ratios, however, being based upon up- 
wards of 550 individual situations and tending 
to iron out the minor number of freak reports, 
we do regard as possessing some significance. 
These aggregates report that our large group of 
industrial concerns combined had a current ratio 
of 4.46 at the end of 1926, and of 4.58 at the end 
of 1927. They are significant: 

(1) In so far as they report a fractional im- 
provement in industry’s financial position dur- 
ing 1927, and 

(2) In so far as they provide at least a start- 
ing point from which radical deviations may be 
appraised. 

The miscellaneous services group is included 
in Table 29 only to give completeness to the ag- 
gregate ratios. The companies operating in this 
group carry virtually no inventories, and in the 
cases of finance companies their receivables are 
unduly high. The current ratios in such. cases 
are, therefore, nonrepresentative of industry as 
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a whole. In future consideration of the prin- 
cipal current assets and current liabilities items, 
such companies will be omitted. 

Total and Current Assets Compared.—T able 30 
gives a different point of view relative to current 
assets. It reports the percentage of total assets 
represented by current assets in various lines of 
business. 

Broadly speaking, those lines of business 
which have the highest percentage of total assets 
in current assets are those which, because of the 
nature of the business in which they are engaged, 
(a) require relatively small property accounts, 
or which, (b) also because of the nature of their 
business, are required to carry large volumes of 
inventories or receivables. The precise reverse 
applies to those lines which normally require 
large properties or are able to operate with rela- 
tively small volumes of inventories and receiv- 
ables. 

Note that the names of virtually all of the raw 
material lines appear in the lower section of the 
table. The table, as a whole, will take on more 
meaning after later discussions of the chief in- 
dividual items in the current assets and current 
habilities accounts have been presented. 

Individual Extremes—We now come to the 
usual lists of individual extremes, which in view 
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TABLE 30 

Percentage of Total Assets in Current Assets 

GROUP 1926 1927 
PUGS Rieter ee ee a ee 2 CaS 66.5% 68.7% 
Agricultural Implements ............. 60.6 62.0 
LOT OOU UE RBar Boney yi ake? ie oe 62.3 61.4 
PPODRCCOETOGUCUS 165 4... 2 tt cleadavore se 60.6 61.3 
ilectrical slequipment .... 2.x... ss + 60.9 58.9 
Office & Business Equip. & Supplies.. 54.8 56.9 
Radio and Musical Instruments ...... 51.7 54.7 
vieal eraCkKiNG tena ks vnion viz so cosh poste pet 54.1 
CDE Fae Sa GER eo en a 55.2 53.2 
NV EIGER OCU ST canst oh coc-c 40 site oe hoe 52.6 50.7 
Machinery and Machine Equipment... 51.6 50.3 
Household Equipment & Supplies...... 45.5 48.1 
Ber al Mel PAC Caries Ale con serecisaiais & ao 48.5 48.5 
PNLCOIMODIIGE TIES boo) ad 1a oes 0 Ses 49.0 48.2 
EN TCSII EN EEO aaa peer ee 43.9 44.0 
Automobile Parts and Accessories..... 43.8 42.9 
PO LLOMM COONS Hira oes criss Seeman wets 37.4 41.6 
Drugs, Medicines, Cosmetics, etc...... 37.9 39.0 
et Oa PGUIDMEN ty eau .cs <4:8 + 6 so 20-0: 41.1 38.8 
OARS RUC IN rete one a sls pine ais oreo. 2 36.5 37.9 
MOOG WE LOCUCLE Ns ors oicieae to's seis 5.4 6: 858s 39.5 36.6 
Miscellaneous Manufacturing ........ 37.6 35.4 
Miscellaneous Mining and Smelting.... 35.4 34.8 
TSOH UNG Ran ho rece cones ais aici 72 6" 35.7 34.4 
Building Equipment and Supplies..... 34.1 33.8 
Ghemicalss(industrial) 22. 2.75.20 6 33.9 33.0 
IGS Sant ee PRO OSCE COC RRR 32.8 33.2 
Theaters, Moving Pictures, & Amuse... 32.2 32.6 
ETIAIZEr Rep te dcig a <to8e50e.0's w aKtene es +s 27.9 26.7 
(Oh hoennartntre COO eee 27.7 26.4 
SVOHOn - cet ite Ses aad eee Ae 25.5 24.0 
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GROUP 1926 1927 
Shipping and Shipbuilding............ 16.9 21.2 
Coppers <acgite nats ate ieee inane ee 20.3 19.9 
PanOr ica eaters x 2 le ee la ie 18.1 16.4 
Goalitic oie een ew tee aes 14.9 15.3 

Averages, 544 companies.......... 35.2% 34.9% 


of the preceding qualifications must be con- 
sulted with a considerable amount of care. 

Our idea in presenting these two lists is, in- 
deed, quite different from that which has dic- 
tated the presentation of similar lists of in- 
dividual extremes in preceding studies. In this 
case, the primary purpose is not to provide a 
source of reference, but rather to further empha- 
size the premise that a current ratio, unless it is 
analyzed and explained, constitutes a highly 
dangerous figure to be used in balance sheet 
analysis. 

It is true that the financial condition of the 
average concern in Table 31 (which reports the 
50 concerns on our full list of 544 that had the 
highest current ratios at the end of 1927) was 
probably stronger than that of the average con- 
cern on Table 32 (which reports the 50 concerns 
on our full list that had the lowest ratios at the 
close of 1927). But it is assuredly not true that 
ALL concerns listed in Table 31 enjoyed conspic- 
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uously strong financial situations at the close of 
1927, and it 1s EVEN LESS TRUE THAT ALL concerns 
in Table 32 issued 1927 balance sheets which 
were not satisfactory. 

It is true that the average concern in Table 
31 earned a greater amount on its invested capi- 
tal in 1927 than did the average concern in Table 
32. (Table 31 concerns earned 9.33 per cent, 
and Table 32 concerns earned 5.40 per cent.) 

But it is not true that the average concern in 
Table 31 was, relative to the size of its current 
assets, greatly stronger in cash than the average 
concern in Table 32. And it is not true that in- 
ventories or receivables, in either case, were 
greatly out of line with the average situation. 

The most important point of differentiation as 
between the two lists was the relative size of 
current liabilities. At the close of 1927, current 
liabilities of the average concern in Table 31 
were only 2.32 per cent of total assets; current 
liabilities of the average concern in Table 32 
were 17.21 per cent of total assets. But, as has 
been previously pointed out, abnormally low 
current liabilities may or may not bespeak a 
happy circumstance. 

The following brief mathematical analysis 
summarizes the statements immediately preced- 
ing: 
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% of 
Total Assets 
Rep. by % of Current Assets in 
Cur. Liabs. Inventories Cash Receivables 


Average concern 

in Table 31 

(highest cur- 

rent ratios).. 2.32 48.53 29.60 21.9 
Grand average— 

all leading in- 

dustrials com- 

bined =. 04 7.61 49.10 30.01 22.3 
Average concern 

in Table 32 

(lowest cur - 

rent ratios).. 17.21 40.49 30.00 28.8 


The current ratio is not a useless figure, but 
a dangerous one—dangerous if it 1s used without 
analysis. Carefully studied, it becomes one of 
the most significant of balance sheet analytical 
devices. 

The aggregate current ratio figures presented 
in the foregoing will be of little help to those 
who are seeking a short cut to balance sheet 
analysis. They provide only a starting point for 
study. Always, in using them, it should be borne 
nm mind that the current ratio tends not only to 
vary radically from one company to another 
(and for widely different reasons), but that it 
likewise tends to vary greatly from one LINE OF 
INDUSTRY to another—depending upon the trade 
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practices that have become current in these dif- 
ferent lines. 


TABLE 31 


50 Concerns, Selected From Full List, Which Had 
Highest Current Ratios 


Current Ratio 


1926 1927 
Belding-Heminway Co. c4icin cess eu dns 42.8 63.3 
Lima Locomotive Works, Inc. ......... 8.0 47.0 
Mergenthaler Linotype Co. ............ 32.1 44.8 
Salt Creek Producers Ass’n, Inc. ....... 30.4 43.8 
aC item NN lis erence. cae lelris Oocrhe wate ee’ e 36.6 42.6 
AMeELICK Ms LODACCO OOS iavnsa cs caes eas 44.4 41.6 
MUP GOACOD COs nc do ess occ s tpt ce 8 36.7 31.9 
Emerson-Brantingham Co. ............ 19.2 31.5 
Callahan’ Zine Lead Co. 3.0.4. 5s.0¢5093 25.0 28.5 
White Rock Mineral Springs Co. ....... 30.8 28.3 
NTeTe@les =P OWUET CO" aise todos cee cats 30.5 27.8 
mouth Porto Rico Sugar Co........22.+. 25.0 26.4 
te O AM ORS chet fee iis cate Se So obey 25.2 
American, Locomotive: Con ....4 0.68.5. 12.7 23.9 
Gillette Safety Razor Co. .........0:+:- 10.2 23:7 
Pramonde nia chaGo.erers 22.2 e5e one rons 28.5 22.8 
American Typefounders Co. ........... 12.8 22.6 
INipissinee Mines: Co., Lid aoc... s 205 5% 14.1 21.4 
International Agricultural Corp. ....... Lien 21.4 
Hollinger Cons. Gold Mines Co., Ltd.... 12.8 20.8 
EA TCWOM IOC Ont e stir es & cake pes 0s 8.3 20.5 
Williams Oil-O-Matic Heat Corp. ...... 7.0 20.5 
Greene Cananea Copper Co. ........... 13.1 19.6 
Worthington Pump & Machinery Corp... 16.7 18.7 
International Silver Co. ......<......:. 17.7 18.1 
Beech-Nut. Packing Co. os... a00s00 5.4 18.0 
Electric Storage Battery Co. ........... 11.4 17.8 


Gongoleum=Naimn, Ine: go. .%. 2. dss 16g 16.7 
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Curent Ratio 

1926 1927 
Vanadium Corp. of America ........... 13.9 16.7 
Superior steel. Gorp.s a. «2 dete hee oe 14.1 16.7 
National :Acm6 C0... i: on... onc senete oe 14.7 16.6 
Vans Raaltes: nC. ccine crane ee ee 4.8 16.6 
MarlandiOll. Co cu at ee oce se ieeanet eae 3.7 16.4 
TngersolleRand? Co. 952 paucss eka ore sm | 16.0 
‘Woolworthot ls. W.)'C oc... ence eee ties 15.5 
Ohio: Ol" Co. vaca bce aie san aca eee 29.9 15.4 
Celanese Corp. of America ............. 8.4 15.3 
Peppereliv Mig. Cans seeker esis iene trl ere roe 15.2 
U.S. Hoffmann Machinery Corp. ....... 9.9 15.1 
Lonmillardk( Po i Cop ccs treat cae rater 27.6 14.6 
American sArch Cog... eee sce aotree a 10.2 14.6 
American Agricultural Chemical Co. .... 15.9 14.5 
American Wholesale Corp. ............ 12.9 14.1 
Standard: O-Go.( Kansas)” 2. ona ee 9.7 14.1 
Niles-Bemient- Pond sCon 2 sccm ae ee 14.9 13.8 
Cluett-Peabody  Co..Ines4 2.5 cane oe 16.6 13.6 
Nichole: @:snepard C0.) cas, a4 een 10.1 13.5 
Airs Reduction? Co.¢ [nc V.-.cuien e  pereeot: 10.3 13.2 
Naumkeag Steam Cotton Co. .......... 10.9 132 
Grand (Pac W.),otores | Co. a. oe 4.8 12.9 


TABLE 32 


50 Concerns, Selected From Full List, Which Had 
Lowest Current Ratios 
Current Ratio 
1926 


1927 
Mexican Seaboard Oil Com. ae ae oe 0.60 0.12 
Balaban Go Katz Corie. eee 0.15 0.24 
Producers & Refiners. Corp. ..........+- 0.38 0.27 
Eastern Steamship Lines, Inc. .......... 0.41 0.42 


Compania Swift Internacional, 8. A. C... 0.77 0.42 
Anglo-Chilean Consolidated Nitrate Corp. 0.87 0.53 
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TABLE 32 CONTINUED 
Current Ratio 
1926 1927 

Houscon: Ol Comof. 1 exasiy ses. a.e cok « 1.20 0.65 
LOT OPTED ners ret toca ey ne 0.85 0.68 
American Ship & Commerce Corp. ...... 1.04 0.97 
aranscontinental Ol Cost o....k.sSa+ 5 79 1.00 
Hox nearer Corp. ee cares 26 ek vac ee ok 4.54 1.04 
Wadorlqoyecems: In¢e «es 4c. alee os 1.89 1.06 
Penn Cogita: Coke Corp... cs. osc oes oa 2.21 1.10 
Warner. bros: Pictures, Inc)s's:..5..... 1.35 1.11 
Consolidated Laundries Corp. ......... 2.56 1.14 
Dyas ee Ge con ee er ee a re 1.38 1.14 
Sup miaLine DOAG COlD aes. as she vanes 0.93 1.16 
American Railway Express Co. ........ 1.22 1.23 
Ueoe Distibucme “Oorp: bes. vases es 8 1.25 1.24 
Pein Hinks Products: G0... ... ss aa. s ces 4.48 127, 
AWW rrerieisTOss (10... cick aig fis cine one cine 0 1.68 1.29 
Peat CS EOL ER sale ars ato aseth + 6Orenie owas 3.99 1.35 
Independent Oil & Gas Co. ............. 0.75 1.37 
(ogntamamo cougar. CG. ats cue we eee: 1.45 1.37 
Bowman Biltmore Hotels Corp. ........ 1,13 1.48 
Ob ial sates il MoO wears ee Or esc os olan aise 2.68 1.50 
Ugoe Dairy roducts COMmp. a... sees «ese 0.77 1.52 
Busha dlerminaleC d. es: «ele. ate wipe oe ok ae 1.27 1.52 
Kelly-Springfield: Tire Co. 24.2: ..0..6<. 1.56 1.53 
National Dairy Products Corp. ........ 1.64 1.53 
PMCTICATMDeCUE COUGAR CO, sa). ras ts ees 1.26 1.54 
Melawtograpi: GOTO eels 5 ews ote cess os 1.00 1.57 
Panhandle Producing & Refining Co. .... 1.15 1.63 
Stutz Motor Car Co. of America ........ 1.61 1.64 
SESE Rt, ONO. 20 LS Beare Re acleg he a ne ee Oe 1.81 1.64 
Motion; Picture Capital Corp. ......-... Me 1.66 
Dehioh Valley Coal Co. iee ewes ee. Nelo 1.69 
Wiabasso Cotten,Co. -Utds 0. oss 5 css 1.58 1.73 
National Sugar Refining Co. of N. J. .... 5.37 1.77 
Phila. & Reading Coal & Iron Corp. .... 2.98 1.78 
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TABLE 32 CONCLUDED 


Current Ratio 

1926 1927 
Standard Commercial Tobacco Co., Inc... 1.51 1.81 
Nashawena Milleacct.a ses ae eect 1.60 1.84 
Beacon * Oil* Covina ove ae eee 1.98 1.85 
National: Téa: Co.) nc) wate ene 1.92 1.85 
Consolidation Coal Co. ...... de ane ee 2.04 1.92 
Hlectrice Boat. Caco. tetra. ae eo ee ae 2.17 1.96 
General Outdoor Advertising Co. ...... 2.07 1.97 
Manhattan Electrical Supply Co., Inc. ... 4.67 1.98 
Madison Square Garden Corp. ......... 1.50 1.98 
Real Silla Hosierys Millesinic cs aa 2.90 Log 


CHAPTER XI 
INVENTORIES 


INVENTORIES, more than any other single fac- 
tor, assumed the obvious responsibility for the 
calamities which befell American business in 
1920-1921. Overextension of credit was the 
basic cause of the depression of those years, but 
the effects reflected themselves most directly in 
the inventory account. 

In good times and bad this item has always 
constituted one of the gravest business hazards, 
and it continues to constitute such a hazard to- 
day—despite the fact that business as a whole 
has radically revised its inventory policy since 
1921, and is now, as nearly as it is humanly pos- 
sible to be, on the well-known and widely her- 
alded “hand-to-mouth” buying basis. 

Regardless of the adoption of this revised pol- 
icy, it was the inventory situation which was 
chiefly responsible for the automobile tire trade’s 
grief as late as the spring of 1928; for the oil 
industry’s distress in 1927, and to a lesser degree 
for the continuously unsatisfactory conditions 
during recent years in the various branches of 
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the textile manufacturing trade and in the ap- 
parel trade. 

The fact that many observers either overlook 
or do not understand when they speak of the 
current hand-to-mouth buying policies of busi- 
ness, is that there is still a considerable number 
of big basic lines with which large inventories 
are entirely obligatory. There is no choice and 
no escape. The hazard is involuntary, and the 
consequences of falling prices, when they occur, 
are inevitable. Most important of the large in- 
ventory lines in a business community which as 
a whole has made revolutionary strides in revi- 
sion of general inventory policy are: 


Togsacco PrRopucts 
TEXTILES 

OIL 

Meat PackIneG 

SUGAR 

AUTOMOBILE TIRES 

Retait TRADE 

APPAREL 

FERTILIZERS 

AGRICULTURAL IMPLEMENTS 
Morton Picrure Propuction (Qualifiedly). 


In later paragraphs, we shall examine the 
varying degree of hazard which attaches to the 
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TABLE 33 


Distribution of Current Assets of Various Lines 
(Arranged on the basis of the percentage of current assets 
in inventories at the end of 1927, running from 
the highest percentage to the lowest.) 


Percentage of Current Assets in 


Accts. 
No. of —Inventories— Receiv. Cash 
Cos. GROUP 1926 1927 1927 1927 
1Gm@eLobacco: Products’ ssee-e oe. 70.8% 726% 126% 148% 
Sieelentherwe wt yee een det ie: 70.2 67.4 27.0 5.6 
Ame VWoolen=Goodst a oieecn cate te: 63.5 66D 291 1s 
Ame SIKAGOOUSase 1 ae ee hace 61.9 63.8 25.6 10.6 
13 Theaters, Moving Pictures, 
and Amusements ......... 60.3 62.9 18.7 18.4 
yf IGEN OS ys etn ON a ee 55.9 59.5 19.6 20.9 
Gm Cottone Goodsjnen. 4osae trans 53.3 59.0 26.6 14.4 
EWE MOI led Ai 8 na A eta ta te 55.9 57.6 20.7. = *23.0 
AQ OPDCIEE State eat acne ee Dae 57.4 13.0 216 
SEE lente LACKING wer aaacns eee: 52.9 55.7 33.0 11.3 
SPE OUPAT EAR ae tee oes Bet 51.4 55.6 26.1 18.3 
GeAutomobiles Pires! 22... eas. 58.4 55.0 31.1 13.9 
DOME etal rademmern actomek cee 52.6 - 529 17.9 29.4 
LSPA DD ALC ligne sett ree roe ah Ac ons 51.0 52.4 34.6 13.1 
ZIRE StCCUM att cc coc ies tae eee 48.6 50.8 18.2 31.0 
AME SIOCS EER ert te Pea ine 47.1 47.5 34.8 iL? 
Om Coal see. teen it oem net ong 4 (Ae Ols ea 


22 Machinery & Machine Equip’t 45.3 449 35.2 19.9 
14 Miscellaneous Min’g & Smelt’g 45.8 44.6 14.3 41.1 
SRELerLUlzersman yatta 36.4 42.9 30.0 21.8 
14 Household Equipment & Sup. 50.1 42.8 35.5 21.8 
29 Building Equipm’t & Supplies 42.0 42.2 29.1 *289 
PE | AMMOTOO OME sane Seas od oA nook 45.1 41.2 13.7 45.1 
33 Miscellaneous Manufacturing. 40.8 41.1 27.2 31.7 
22 Automobile Parts and Acces.. 40.9 39.5 18.5 42.0 


ao} Moyore) JEANS OLA! adj keaeco dame 35.4 37.0 17.5 45.5 
7 Agricultural Implements...... 43.3 36.4 46.4 17.2 
6 Electrical Equipment......... 34.8 30.) 20.3 46.2 
14 Chemicals (Industrial) ...... 34.2 32.1 18.8 49.1 


9 Drugs, Medicines, Cosm’s, ete. 31.8 319 24.1 440 
8 Radio & Musical Instruments 42.1 30.5 36.0 33.5 
7 Office and Business Equip. & 

SUP Dlesmeee es ante wale ateeses 22.0 23:35 39 32:2 
VmeLICAd sande Zim Cer ohne ae ier. 26.2 26.5 10.1 63.4 
3 Railroad Equipment ........ 22.0 20.9 24.0 55.1 
5 Shipping and Shipbuilding.... 13.1 WO) SSB  eth7/ 


Average, 513 Companies 49.0% 48.5% 


* Approximate. 

GENERAL NOTE: Due to the fact that a number of concerns, because of 
the nature of their business, carry no inventories whatsoever, it was feasible 
to include only 513 companies in this tabulation, rather than our full list of 
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characteristically different types of inventory 
carried. But, as a preface, it will be well to il- 
lustrate a few of the general principles involved. 


Why Big Inventories Are Obligatory for Certain 
Lines 


Meat Packing.—The experience of the meat- 
packing industry offers a workable example. 

Every packer must carry relatively large in- 
ventories; that is one of the inescapable penal- 
ties of a business which gathers its raw materials 
whenever they become available, and which dis- 
tributes its finished products at the dictates of 
consumer habits and whims. Unhappily, hens 
do not lay the maximum number of eggs at the 
precise time when the American people require 
the maximum number for consumption, nor do 
cows produce the maximum amount of milk as 
it is needed for butter and cheese, nor do farm- 
ers offer the maximum number of live animals 
at the time when the demand for meat is great- 
est. Moreover, there are some types of meat 
products which require from two weeks to two 
months before they are fully prepared for mar- 
ket. 

Obviously, if packing-house products bring 
more than was expected when the raw materials 
were purchased, the packer’s margin is widened, 
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and he increases his earnings. Obviously also, 
if the products bring less than was expected, 
the margin is narrowed and profits either fall or 
are turned into losses. The underlying facts as 
to the effects of price movements upon profits 
may be summarized briefly as follows: 

(1) In a steadily rising market, the profits of 
the meat-packing industry increase rapidly. 
This is not necessarily due to the fact that the 
margin between the prices for raw materials and 
finished products widens, because it may often 
be that raw materials prices rise more rapidly 
than finished goods prices. The increase in 
profits arises chiefly from the increase in inven- 
tory values. 

Such profits are largely paper profits; they are 
not the kind of profits that can be safely paid out 
in dividends, for the reason that, when inven- 
tories are sold, the funds received must be used 
to replace these inventories, on a constantly 
mounting price scale. 

If, at the peak of a major rise in commodity 
prices, the packers could sell out their inven- 
tories entirely and withdraw from the market, 
they would be able to realize enormous actual 
profits. But it is patent they can do no such 
thing. They must supply the country with 
meats and produce day after day, regardless of 
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price trends; they must eternally be buying new 
goods to replace the ones that have been sold. 

Likewise, if after a major rise commodity 
prices would remain at the peak level for a 
period of years, the packers would win real 
profits, and very large ones, as the result of 
such a movement. They would be able to 
market a large volume of inventories at greatly 
enhanced prices, and would be able to replace 
these inventories on a stable price level. But 
in the past, commodity prices have never 
stabilized at the peak of a major movement. 
Therefore: 

(2) A major decline in commodity prices in- 
evitably wipes out a large portion of the book 
profits which were returned during the preceding 

“price upswing. 

Hence the wise packer will set up adequate 
reserves, during a period of rising prices, to 
care for the losses which he knows must in- 
evitably occur when prices recoil. 

(3) Short-term price movements (week-to- 
week or month-to-month swings) have very 
little bearing upon either the long-term trend or 
the level of the packing industry’s profits. These 
intermediate movements are expected, and are 
taken as a matter of course. And while they 
often influence immediate profits and sometimes 
result in actual losses over short periods of time, 
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the essential difference between the successful 
packer and the unsuccessful one is that the 
former’s business organization is on such a basis 
that, during any given year, he can show a profit 
on the majority of trades regardless of inter- 
mediary price swings. 

The problem would be much simpler for busi- 
ness as a whole to cope with if all commodity 
prices rose and fell together. But, of course, 
they do not. And during the past few years the 
tendency toward the development of price cycles 
peculiar to particular industries has become all 
the more accentuated. Note how not only this 
aspect of the general problem changes from one 
large inventory line to another, but also how 
other fundamental aspects of the problem like- 
wise change. 

Tobacco Products.—The great bulk of inven- 
tories of this industry are in raw materials, in the 
form of leaf tobacco which, before it is suitable 
for manufacture into cigars, cigarettes, etc., 
must undergo an aging and seasoning process 
running, in some cases, as long as three years. 
The tobacco manufacturers do not take each 
year’s crop of leaf tobacco as it ripens in the 
fields, but being expert judges of the market, 
they time their buying operations in accordance 
with their opinions as to price probabilities. 

But it still remains true that, over a period of 
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time, the tobacco manufacturing industry must 
take, at some price, virtually all of the domestic 
tobacco that is offered to them by domestic 
growers, and a sufficient quantity of foreign- 
grown product to care for their estimated future 
needs. | 

The volume of inventory carried is, therefore, 
always a large one. But the price hazard is 
relatively less than the size of the inventory it- 
self, because (1) carrying long term supplies 
gives the opportunity to average out on normal 
price fluctuations, and (2) tobacco products, 
being almost wholly trade-marked and widely 
advertised brands, can rather easily be adjusted 
in price to correspond with important changes 
in the level of raw material costs. 

Textiles.—The situation here, of course, varies 
from one individual textile line to another. But, 
broadly speaking, it may be said that during 
recent years the most prosperous textile con- 
cerns have been those which guessed the raw 
material markets most successfully and built 
up their inventories at the right time. Fluctua- 
tions in cotton and silk prices have been es- 
pecially violent. Regardless of their desires in 
the matter, textile manufacturing managements 
are constantly obliged to bet in the raw material 
markets for their own protection. 

The industry as a whole is generally over- 
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developed. This makes it impossible quickly to 
adjust finished goods prices to those of raw 
materials because there is usually a plethora of 
finished goods in the market. To time success- 
fully the raw materials markets is one of the 
most important of the industry’s problems. 

Stocks of finished goods vary to some extent 
with seasonal conditions, and to some extent 
with managerial judgment of the price prospect. 
During recent years the main tendency has been 
to hold finished goods stocks down as low as 
possible. 

Throughout the industry as a whole, inven- 
tories at all times constitute a serious hazard— 
chiefly for the reason that price fluctuations 
cover such a wide range and are quite beyond 
control. 

Oil.—Inventories consist both of crude oil and 
of refined products. Without any qualification 
it is proper to state that the oil industry, as it is 
now organized, must and does take, at some 
price, virtually all of the oil that is offered for 
sale. There is no one else but the oil industry 
willing to take and carry the product. 

Efforts to regulate this volume have thus far 
met mainly with failure. The only feasible point 
of regulation developed has been the price 
factor. When more crude oil is not desired at, 
say, $2 per barrel, the price is dropped to $1.50. 
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When more is not desired at $1.50, the price is 
dropped to $1.25, ete., etc. But always, at some 
level, there is a price at which the orl industry 
as a whole is willing to bet—s obliged to bet. 

Here also the hazard is great. Naturally, it 
develops its most alarming aspects in times of 
general overproduction, such as in 1927. 

But note the essential difference between the 
long term inventory position of the oil and tex- 
tile industries. 

The former is a wasting industry. Oil, once 
taken from the ground, can never be replaced. 
Some day—no one dares say when—the cheaply 
available oil resources of the earth will have 
been largely depleted. And with the arrival of 
that day, oil prices will have moved to a per- 
manently higher level, and the oil industry’s vast 
inventories will have won fabulous wealth for 
their owners. 

But, on the other hand, with the proper use of 
fertilizer, there is no probability whatsoever of 
ever exhausting, say, cotton-growing resources. 
World production, which was around 26 million 
bales in 1927, might be 26, or 23, or 30 million 
bales in 1940. No one can say. 

The point rs that those lines of industry which 
must carry large inventories of raw goods pro- 
duced by agriculture face a perennial inventory 
hazard. Those lines which carry large supplies 
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of minerals deal with a problem which runs in 
long term cycles, but which in some cases at 
least promises the hope of ultimate solution. 

Sugar.—Here, of course, the problem, being 
directly related to agriculture, presents itself 
for solution year after year. Sugar growing is 
one of the few forms of agricultural activity 
which is prosecuted by corporations, rather than 
individuals, on a large scale. (Rubber, tea, cof- 
fee, and fruit growing are in the same class. In 
most other agricultural lines, small scale, in- 
dividual effort is the predominant type of opera- 
tion, and economic pressure usually dictates sale 
of the crop shortly after it has been made, re- 
gardless of the small scale operator’s inclination 
to gamble on future prices.) 

But corporate enterprise has larger financial 
facilities available than has small scale enter- 
prise. It can, therefore, use a greater degree of 
judgment as to the time to sell. The sugar in- 
dustry must perforce carry a certain volume of 
its crop for a number of months, for the obvious 
reason that there is no one else who is willing 
to carry it. But to a certain extent it can time its 
selling periods. Selections of the time to sell 
varying quantities of a given year’s crop repre- 
sent chiefly a forecast of the market’s future be- 
havior, and therefore constitute always a serious 
business hazard. 
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Automobile Tires.—Crude rubber, being an im- 
port commodity, moves to this country from all 
parts of the world, but chiefly from the British 
and Dutch colonies in the Far East. The geo- 
graphical remoteness of the commodity’s origin, 
therefore, makes it necessary for American tire 
producers to have at all times, either in their 
Akron warehouses, afloat, or contracted for in the 
Far East, a supply of crude rubber which will 
care for their manufacturing needs for a period 
of four months or more. Both in volume and in 
value this supply of raw material bulks very 
large. 

At the same time, due to the strong seasonal 
tendencies in tire buying, it is necessary for the 
industry to carry, at certain periods of the year, 
large supplies of finished goods. Ordinarily, 
stocks of tires are being steadily built up 
throughout the winter and during the early 
spring—preparatory to the heavy summer con- 
sumer buying. If a radical change in crude 
material prices comes at a time when tire in- 
ventories are heavy, losses on finished goods also 
must be taken. 

For a number of years past, inventories have 
constituted one of the tire industry’s greatest 
sources of trouble. There was a serious decline 
in crude rubber prices in 1926, and another seri- 
ous one in the spring of 1928, following an- 
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nouncement that the British Government’s rub- 
ber growing restriction program was to be 
abandoned. 

It is a fair assumption that, with crude rub- 
ber prices below 20 cents per pound at the end 
of 1928, as compared with around 40 cents at 
the beginning of the same year and 80 cents early 
in 1926, the hazard attaching to the tire indus- 
try’s necessarily large inventories is today con- 
siderably less than at any time in, say, the past 
5 years. Over the next 5 years we should judge 
it probable that the trade’s inventories would 
prove a source of profit more often than a source 
of loss. 

Retail Trade.—The situation in this line needs 
no discussion. There is no doubt whatsoever 
that the size of retail inventories has tended 
materially to decrease with the development of 
the chain store and with the flowering of the 
hand-to-mouth buying policy. And it is further 
true that retail trade prices fluctuate less 
violently than the wholesale prices of finished 
goods, and much less violently than the prices of 
raw materials. Except in periods of cataclysmic 
changes in general prices (usually dictated by 
nation-wide inflationary or deflationary credit 
policies), retail trade’s inventories, although al- _ 
ways large in actual volume, constitute a rela- 
tively minor price hazard. 
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Apparel.—Inventories are composed chiefly of 
cloth and of finished garments, and their sizes 
at any given time are mainly dictated by sea- 
sonal considerations. The apparel producers 
have to no small extent alleviated their inven- 
tory problem by forcing the textile producers to 
carry the goods. Stocks are sizable at certain 
seasons, but the hazard is not an especially great 
one. 

Fertilizers—Here again the predominating in- 
fluence is for the most part a seasonal one. By 
February of each year, the fertilizer companies 
usually have built up, at their various ware- 
houses throughout the country, somewhere 
around 60 per cent of a given year’s estimated 
supply of fertilizer. The raw materials entering 
fertilizers are often subject to wide price varia- 
tions. The inventory risk is perennially an im- 
portant one. 

Agricultural Implements.—Stocks of raw mate- 
rials are relatively small, but stocks of finished 
goods are comparatively large. A concern such 
as the International Harvester Co., with branch 
houses and distributing facilities in more than 
250 cities throughout the world, must at all times 
have in stock, at these distributing points, the 
implements that agriculturists will be likely to 
demand during the planting, growing, and 
harvesting seasons. In times of grave depression 
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(such as 1920-1921) important losses on these 
inventories occur. 

But in anything like normal circumstances, 
the hazard attached to carrying goods of this 
type is not a grave one. In the first place, the 
leading implement producers, being strongly 
financed, are not obliged to push their inven- 
tories for sale in a weak market. They can bide 
their time when buying power is laggard. In 
the second place, fluctuations in the prices of 
those raw materials which enter agricultural 
implements (mostly steel and wool) are not 
ordinarily radical, and are at the same time cus- 
tomarily slow to reflect themselves in the prices 
of finished goods. 

It is interesting to note that in Table 33, re- 
porting the relative sizes of inventories by in- 
dustries, the agricultural implement trade ap- 
pears near the bottom of the list. This is due 
to the fact that accounts receivable are also quite 
large, and that the size of this item tends to re- 
duce the relative importance of inventories in 
the current assets account. Actually, both items 
bulk quite large. 

Motion Pictures.—In one respect it might be 
said that the large inventories of the motion 
picture producing companies are not much more 
than a bookkeeping transaction. Completed 
films are carried as inventory. The most con- 


Inventories of 
Leading Concerns 
in the Food 
Products Industry 


Postum Co. 
United Fruit 
Borden Co. 
General Baking 
Coco-Cola Co. 


Corn Products 


National Biscuit 
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Pillsbury Flour Mills 
California Packing 
Wrigley (Wm.), Jr. 
Nat. Dairy Products 
Continental Baking 


Canada Dry Ginger Ale 


Showing percentage of current assets in stocks of raw 
materials and finished goods at close of 1927. The chart 
emphasizes the fact that the size of inventories varies not 
only from line to line, but from one company to another 
within a single line. 
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servative current practice in the trade is to 
charge off 75 per cent or more of the cost of a 
film during the first year of its life, and the 
remainder by the end of the second year. 

In this process there is nothing whatsoever 
comparable with the inventory problems of the 
lines of business which have been examined 
previously. Fluctuations in prices have virtually 
nothing to do with the film industry’s inventory 
valuation. The real value of the inventory de- 
pends upon the success of the film itself, and has 
nothing to do with the price of the physical 
material of which it is made. It is a freak cir- 
cumstance, which need not detain us further. 

Summary of Inventory Situation—(1) De- 
spite the widely heralded development of hand- 
to-mouth inventory policies, there is still a con- 
siderable number of lines which have thus far 
found no escape from the large inventory policy. 

(2) The hazards are greatest in those lines 
which are most closely associated with raw 
material production, and especially with the 
production of agricultural products which oc- 
casion a perennial inventory problem. 

(3) The lines which have most successfully 
developed the low inventory policy during re- 
cent years are: (a) those which are always sure 
that they can purchase their raw materials in 
the open market when they need them and 
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which are willing to take their chances of being 
able to do so; (b) those which utilize relatively 
small quantities of raw materials, compared with 
the ultimate value of the product that they pro- 
duce; (c) those which have been able to throw 
the bulk of the burden of inventories back upon 
the primary manufacturer or forward upon the 
dealer, 

(4) In times of rapidly rising commodity 
prices, the large inventory lines of business stand 
to prosper more handsomely than other lines, 
just as they stand to lose more conspicuously in 
times of generally declining prices. And even 
the profits which accrue from rising prices do 
not endure forever; always in the past the price 
peak has finally been reached, and the subse- 
quent decline has canceled the bulk of the paper 
profits that have been won. Thus, to repeat a 
premise presented earlier: 

(5) It must be true that it is a relatively stable 
level of commodity prices which works out the 
most beneficially for the average branch of busi- 
ness in the long run. 

Individual Variations.—Table 34 lists the 50 
concerns on our list of 518 which had the greatest 
percentage of their current assets in inventories 
at the close of 1927, and Table 35 lists the 50 
concerns which had the smallest percentage of 
current assets so employed. 
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In consulting these tables, it should be borne 
in mind that they are designed to set forth a 
relative situation—to show the size of inven- 
tories relative to total current assets. But in our 
preceding discussion of the current assets situa- 
tion it became obvious that inventories might 
occupy a commanding position in the current 
assets item for one of two reasons: either be- 
cause (a) the inventories themselves were 
actually large in volume or value, or because (b) 
the other two items in the current assets account 
(cash and receivables) were relatively small. 
The relative position itself is thoroughly im- 
portant; obviously, an individual concern or a 
line of business which has its current assets 
weighted with inventories to an abnormally 
heavy degree will, to just that comparative ex- 
tent, profit or lose by radical changes in the 
values of those inventories. 

But as a further aid in consulting Tables 34 
and 35 we have appended a third column in 
each case, detailing the actual dollar value of 
inventories at the end of 1927. 

For the same reason we have appended two 
additional columns to Table 33 (which reports 
the relative sizes of inventories by lines of busi- 
ness); these two additional columns of data 
show the percentage of current assets that are 
also in accounts receivable and cash. They 
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supplement the text in explaining why certain 
lines take their respective positions in Table 33. 

Broadly considered, we feel that Tables 34 and 
35, detailing radical individual variations, con- 
vey the idea that is intended: viz, that of pro- 
viding specific examples of the types of in- 
dividual concerns which would be most or least 
vitally affected by radical changes in commodity 
values. Note that in Table 35 appear the names 
of a number of concerns the nature of whose 
business is such that they carry virtually no in- 
ventories. 

In passing, it is interesting to observe that the 
aggregate inventories of the 50 concerns in 
Table 34 were valued at 1,013 millions at the end 
of 1927, while the aggregate of the 50 concerns 
listed in Table 35 was valued at only 78 millions. 

Are Current Inventories Conservative?—We 
feel justified in assuming that, for American in- 
dustry as a whole, the inventory situation at the 
present moment (early 1929) is not greatly dif- 
ferent from what it was at the close of 1927. 
Neither the course of general prices, the volume 
of business in the aggregate, nor the buying 
habits of the consuming public has dictated any 
important change. The question, then, is 
whether the inventory position of industry as a 
whole is conservative or otherwise. 

(Continued on page 238) 
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50 Companies, Selected from List of 513, With 


Largest Percentage of Current Assets 


in Inventories 


Value of 


% of Cur. Assets Inventories 
in pores (Million $) 


1926 
Consolidated Distributors, Inc. ... 93.5% 96.0% 


Metro-Goldwyn Pictures Corp. ... 89.2 


Butte Copper & Zinc Co. ......... 86.7 
CLIN OTRO TIL Gi ie aoe tle ge 85.7 
BSTMe Van rey Ore INC. aeons one 90.2 
Central Aguirre Sugar Co. ........ 85.6 


Chandler-Cleveland Motors Corp.. 84.6 
Metropolitan Chain Stores, Inc.... 85.8 
Kroger Grocery and Baking Co.... 88.5 
Fajardo Sugar Co. of Porto Rico... 56.7 


Universal Pictures Co., Inc. ...... 80.7 
Pender (David) Grocery Co. ..... 86.0 
Dubilier Condenser & Radio Corp.. 58.7 
Oxe nM GOLDS nhc 4 cued ae aes 0588 83.5 
Great Western Sugar Co. ......... 85.9 
Anglo-Chilean Consol. Nit. Corp.. 83.8 
BNatIONAIE Ted COL tlsclnct 650 fvets s 86.6 
WVEGT CLO O me acts on 2 isc, och arols sie she 78.9 
MieGrorye sures Corp. 72%. + +20 « 55.7 
Reynolds (R. J.) Tobacco Co. .... 77.2 
Davacernriis: G@OLp.c. ass... ss 74.7 
Prairie.O1l-and Gas Co. ..%.7..... 77.8 
Liv QTMS LEU RELY CEAS ASaR O-0 sar eames 66.5 
Reuncvass C2) Cod wa. sews oe% 00's 63.6 
Jones ores LeavWo,,.1Nc. ..02..... 88.0 
Warner Bros. Pictures, Inc. ....... 82.6 
Daye arse, INC 20. esc ae eieare soe 74.5 
MOG Waste (Nem a eee ers coke Tee dices 70.0 


Illinois Pacific Glass Corp. ....... 56.8 


93.0 
90.9 
89.4 


77.9 


77.3 


1927 
0.96 
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Value of 
% of Cur. Assets Inventories 
in Inventories (Million $) 


1926 1927 1927 
Granby Consol. Mining, Smelting & 

Pwr: Co, sthiad Joc. leans 66.7% 77.1% 2.69 
American Tobacco Co. .......... 74.5 77.0 85.82 
Nevada Consol. Copper Co. ...... 78.9 77.0 18.13 
Libby, McNeill & Libby, Inc. ..... 76.5 765 29.00 
Cuban Dominican Sugar Co. ...... 56.0 76.3 15.62 
Pierce-Arrow Motor Car Co. ...... Tht) So 9.85 
Utah -Gopper/Cosvics< + ceeds cere ee 82.00 759 15.28 
Crex Carpet: Cow wanes seer Moras ne 1V.G 75.6 0.72 
Liggett & Myers Tobacco Co. .... 75.4 75.7 95.89 
National zAcmeé.@o.99.9...6 ence (abe re yea! 3.44 
Atlas Tack «Corpses oaaakeue ee ancien T7712 74.0 O77 
Consolidated Cigar Corp. ........ 69.6 73.9 91473 
Loft 2 ln Grint. seat act seers oan U(.6 » 135 1.00 
Simms Petroleum Co. ............ 32.2 73.4 4.02 
General Cigar Co... In¢.” a... eae (54) aa 215 
Congress Cigar Co., Inc. ......... Tie eioe 8.15 
Durham Hosiery Mills ........... 82.9. 972.6 1.59 
Belding-Heminway Co. .......... HO.b 79 6.37 
Peoples Drug Stores, Inc. ......... Tee tLs Li2 
American Rolling Mill Co. ....... 64.3 71.7 13.56 


Standard Oil Co. of New York.... 66.8 71.7 156.73 


TABLE 35 


50 Companies, Selected from List of 513, With 
Smallest Percentage of Current Assets 
in Inventories 
Value of 
% of Cur. Assets Inventories 


in Inventories (Million $) 
1926 1927 1927 


Stanley Co. of America ........ 0.37% 0.14% 0.01 
Madison Square Garden Corp... 1.33 0.91 0.01 
American-Hawaiian 8. 8. Co.... 2.47 0.99 0.03 
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Value of 


% of Cur. Assets Inventories 
in Inventories (Million 7 


: 1926 
Great Lakes Dredge & Dock Co.. 4.80% 


United Verde Extension Mining 


[FOC PE Ae Cas Sagres ce 3 3.84 
Hollander (A.) & Son, Ine. ..... 6.25 
Mexican Seaboard Oil Co. ..... 3.90 
Atlantic, Gulf & West Indies 

aes ie ae sees stad es 7.13 
Butte & Superior Mining Co. .. 5.45 
American Ship Building Co. .... 10.58 
American-La France & Foamite 

CSO cae ad hee ee ae 50.91 
Hollinger Con. Gold Mines, Ltd. 7.18 
dstands Greek, CoaliCo.-, sb. <% 6.24 
Park-Utah Consol. Mines Co. ... 10.16 
Shubert Theatre Corp. ........ 13.03 
american Arch * Co... e2es0's 2 4 10.61 
Unione bank Car Gon % oss oes: 6.38 
NVetrene OLOte COs nel c aes: 6s 8.76 
White Rock Mineral Springs Co. 11.89 
MOIaUOeL ADM ew Ole. ss. sat 14.29 
Bbatmuck, (1) GG) Co. oi. .e a. 47.48 
Pittsburgh Terminal Coal Corp. 8.26 
TfevOaWers.. \UCue os es wc as ey 3 25.20 
Domew Nites: Ltd. J. <s.0 qe» 50 16.67 
Ppecigm Wining? (Gomi cs ees « 14.94 
Gabriel Snubber Mfg. Co. ..... 20.35 
a HOMpSON Ss be) COL se sss ase 16.03 
American Locomotive Co. ...... 14.25 
SROAT AOC O. ate. malrie ss + 60 mace 14.93 
Homestake Mining Co. ........ 17.18 


Corn Products Refining Co. ... 12.50 
Howe Sound's Onis ths a's o's 20.13 


3.12% 


3.80 
4.31 
5.00 


5.09 
5.26 
5.95 


4.56 
4.59 
6.68 
6.92 
6.97 
7.53 
8.04 
8.38 
8.63 
9.09 
10.28 
L1;1t 
11.33 
11.35 
11.58 
19 
12.02 
12.10 
12.66 
13.47 
13.95 
14.37 


0.20 
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Value of 
% of Cur. Assets Inventories 
in Inventories (Million » 


1926 1927 1927 
U. S. Cast Iron Pipe & Foundry 

COs Raia eee oe ears 19.08% 14.41% 2.90 
Lima Locomotive Works, Inc. .. 13.74 14.47 1.02 
Baldwin Locomotive Works .... 16.33 14.64 3.94 
Radio Corp. of America ....... 52.76 14.68 4.96 
Foundation, CoO.0 .0..4= tas 10.40 14.83 0.55 
Air Reduction Co., Ines 22s... 17.42 14.89 1.38 
South Porto Rico Sugar Co. .... 24.24 14.95 1.74 
Household Products, Inc. ...... 22.93 15.20 0.57 
American: Lee’ Coming a. see estes 42.86 15.31 1.08 
Coca-Colas Conners sen ee 21.12" 1532 3.12 


Ford Motor Co. of Canada, Ltd. 28.09 16.87 18.08 
Teck-Hughes Gold Mines, Ltd. . 11.04 16.45 0.25 


New York Air Brake Co. ...... 18.157 ~16,50 ay! 
@elotexs Comey. cee ne eee eee 14.85 § 16.94 0.41 
U. 8. Dairy Products Corp...... 16.92 17.62 0.40 
Intercontinental Rubber Co. ... 15.79 17.98 0.57 
Hlmoisv brick Came. ee oe 1825 19.14 0.74 
Rleichroann C0. 5... cae mee 21.44 18.21 6.44 


Obviously, data for only two years do not offer 
the basis for an unqualified opinion in this re- 
spect. But there are certain possible computa- 
tions, even from these short-term data, which 
throw light upon the query. 

As has already been seen, inventories at the 
close of 1927 amounted to roughly 50 per cent 
of current assets, and to about 17 per cent of 
total assets. The change as compared with the 
year previous was relatively slight. Specifically, . 
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inventories of the 513 large concerns which it 
was found feasible to compare as to inventories, 
amounted to 48.5 per cent of current assets at 
the close of 1927, and to 49.0 per cent at the close 
of 1926. . 

We find, moreover, that the inventories of 
these 513 companies were only 160 per cent of 
cash at the end of 1927 (2.e., 1.6 times as great 
as cash) and were at the same time only 224 per 
cent of 1927 net profit. These figures mean: 

(a) That without borrowing an additional 
cent from the banks, business could finance a 
considerable further purchase of goods out of its 
cash account; and 

(b) That if overnight the value of the in- 
ventory account should decline to zero—a pre- 
posterous assumption—the deficit so incurred 
would amount only to slightly more than 2 years’ 
net profit at the 1927 rate. A 25 per cent shrink- 
age in inventory values, such as occurs only in 
times of the most extraordinary economic dis- 
tress, would be equivalent to only about 6 
months’ net profit. 

Inventories and Gross Business.—But the real 
test is in the comparison of inventory values with 
the gross volume of business being transacted. 
An inclusive test is impossible because, as was 
earlier pointed out, the majority of industrial 
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corporations do not make public the records of 
their gross business. 

But it has been possible to make a partial test 
which we feel to be significant. Two hundred 
and thirty-four industrial concerns which re- 
ported their gross business for 1927 were at the 
end of that year carrying aggregate inventories 
amounting to 19.16 per cent of their gross busi- 
ness for the year. 

This means, theoretically, that on the average 
industry could liquidate its total inventory ac- 
count in about 11 weeks. As a matter of prac- 
tical fact, such an accomplishment would be 
quite impossible. But the figure is at least sug- 
gestive. 

It is our judgment: 

(1) That outside of a relatively few lines of 
business, inventories were on a conservative 
basis at the end of 1927; 

(2) That they are on a conservative basis at 
the present moment; 

(3) That in the majority of lines they will 
continue to remain on a conservative basis un- 
til a broad rise in general prices suggests that the 
acceptance of greater inventory hazards is worth 
playing for. 


CHAPTER XII 
ACCOUNTS RECEIVABLE 


THE size of accounts receivable varies greatly 
from one line of business to another, and from 
one individual concern to another in the same 
line of business. 

But in the aggregate the item, as it appears 
in the balance sheets of leading American in- 
dustrial concerns, is not relatively a great one, 
nor one of transcending importance. Except in 
times of stress, it is not a dangerous item. We 
find that on the average accounts receivable of 
516 leading industrial concerns, for which com- 
parable data were available amounted, at the 
end of 1927, to: 


(1) 22 Per cent of current assets, and to about 
18 per cent of total assets. 

(2) Around 9 per cent of 1927 gross income. (Esti- 
mated on returns from 234 concerns.) 

(3) 74 Per cent of cash. (In theory, if the value 
of receivables should shrink to zero for some reason, 
there would be more than enough cash, in the aggre- 
gate, to cover the loss.) 

(4) 101 Per cent of 1927 net profit. (Thus, again 
in theory, if the value of receivables should shrink to 
zero, the aggregate loss would amount only to 1 year’s 
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net profit. The absurdity of this assumption, and of 
the similar one immediately above, is suggested by a 
statement made to us by the representative of 27 sound 
finance companies. He declares that repossessions 
last year amounted to less than 1 per cent of notes out- 
standing, and that actual financial loss, by reason of 
repossessions, amounted .to less than 1/5 of 1 per 
cent.) 


Surveying the accounts receivable situation 
broadly (in so far as it is applicable to the large 
group of individual concerns here under study), 
we can only repeat the statement and the termi- 
nology of our conclusions relative to the inven- 
tory situation in the chapter immediately pre- 
ceding, viz.: 

That the receivables of leading industrial con- 
cerns were at the end of 1927, and doubtless are 
also at the present moment (early 1929), on a 
thoroughly conservative basis. 

Position of the Holder of a Receivable-—The 
holder of a trade receivable takes his place in 
the last group of creditors to be satisfied, in the 
event of the payee’s financial embarrassment. 

The first claims upon the assets of an embar- 
rassed creditor are usually those of the Federal, 
state and municipal governments for taxes. 
Then come mechanics’ liens; then the claims of 
bondholders and others whose claims are speci- 
fically secured by certain portions of the physical 
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assets, and then the general creditors, including 
banks, sellers who have supplied merchandise, 
ete. 

The position of the sellers of merchandise to a 
concern that is in difficulties is protected by law 
up to the limit of the available portion of the 
assets. The beneficiary of an unpaid trade ac- 
count may initiate bankruptcy proceedings just 
as promptly as may the holder of a bond upon 
which interest has lapsed. This circumstance 
provides something of an automatic check upon 
the size of accounts receivable. 

It provides a more effective check where the 
seller’s customer is a business concern rather 
than an individual. 

With these few generalities noted, attention 
may now be turned to Table 36, which reports, 
by lines of business, the percentage of current 
assets in accounts receivable at the end of 1926 
and of 1927. 


TABLE 36 
Percentage of Current Assets in Accounts 
Receivable 
No. of 
Cos. GROUP 1926 1927 
7 Agricultural Implements .......... 42.9% 46.49% 


7 Office & Business Equip. & Suppl... 46.0 39.1 
8 Radio and Musical Instruments.... 34.2 36.0 
14 Household Equip. & Supplies....... 32.9 35.5 
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Cos. GROUP 1926 1927 
22 Machinery & Machine Equip. ..... 387.4% 35.3% 
oO. Mertilizere Y.c7 ae <u pace neee eee. 41.1 35.3 
Git SHOCS ask oad ehrems «aeons tee eae me 38.4 34.8 
13% A PPSlCL ah nace oe ce ee eta 33.3 34.6 
7 Shipping and Shipbuilding ........ 28.1 33.6 
on VLeat CaCKIN Se aaean 6 een eee 39.7 33.0 
DISS Coa leet oie tre os neta tao anes 43.0 32.7 
JowA ttomobiles |) tree nes ea ac ste bcas 29.2 31.1 
31 Building Equip. & Supplies ....... 30.5 29.1 
33 Miscellaneous Manufacturing ..... 26.9 27.2 
5s -LOather ines a cahe advan en oe ote arenes & 24.7 27.0 
Go) Gouton <Goodas . cahiss od a Salat «Gas 28.9 26.6 
LO ae USAT ae aces one & Beko oc 30.1 26.1 
4S Silks Goods. ss «oS asews Secemtaes cee 25.7 25.6 
9 Drugs, Meds., Cosmetics, etc. ...... 21.9 24.1 
13> Railroad Hauipment.. 0. var as ae 30.0 24.0 
28. Woolem Goods: ee eoeue, aren aoe ceer 26.9 21.9 
AT OUR SC aie Doce eee wut ee ee 21.4 20.7 
6 Electrical Equipment :...........- 25.4 20.3 
um ADOD pr iG, > akc ne tuck note ere ae 21.6 19.6 
14" Chemicals” (Industrial)... 20. 0m oe 19.9 18.8 


13 Theaters, Mov. Pict’s, & Amuse. ... 20.7 18.7 
22 Automobile Parts & Accessories.... 16.6 18.5 


21a Steele tects 45 osetia ae eee 18.9 18.2 
50. <sRetalleUrenen. 0. «cco ee 18.9 17.9 
Do = HOOd2Rroducted ase te.ae Secs 19.6 175 
14 Miscell. Mining & Smelting ....... 15.8 14.3 
23 Automobiles: sen. «wees clare 17.8 1347 
I7 = Coppetreats tanaka es eee 13.9 13.0 
1G8 TobaccosProdnetsaes. sees rote 14.5 12.6 
(ESI R NS BO ils RAs heim aw dn ee cea 9.7 10.1 


Averages, OLO: COMpAnice: wueee wees 23.8% 22.0% 
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The Chief Variables in Accounts Receivable 


(1) The size of the receivables carried by a given 
concern or by a given line of business tends to vary 
with the volume of business that is being trans- 
acted. , 

This is such an elemental proposition that it 
calls for no discussion. If A is accustomed to 
carry receivables for around 10 per cent of his 
gross business, he will assuredly be carrying a 
greater load of receivables—actually if not 
relatively—in a year when he sells a million 
units of goods than in a year when he sells only 
half a million. 

(2) The size of corporate receivables tends to 
vary with the condition of bank credit. 

Every seller, if he has his choice, takes cash in 
advance for the goods that are sold. He often 
will make a price concession for cash—+.e., allow 
the so-called “cash discount.” His profits aver- 
age out the larger on that basis, all other things 
being equal. His working capital can run lower, 
and his risks are smaller. Practical business 
enterprise revolves about all kinds and degrees 
of compromise with the cash-in-advance policy. 

There come times when the buyer can no 
longer finance himself in the usual channels. 
He is carrying his customary amount of credit 
with the seller, and has borrowed at the bank as 
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heavily as is feasible. The seller is then obliged 
to make a decision as to whether his own in- 
terests will be best served by declining to sell 
more goods, or by extending more than the cus- 
tomary amount of credit to the customer. Long- 
term experience appears to have definitely estab- 
lished that the volume of receivables carried by 
sellers tends to enlarge when bank credit is 
strained. 

(3) From one line of business to another, the 
size of receivables tends to vary according to long- 
established practices in each given trade. 

The chain stores, for example, usually achieve 
the ideal of cash in advance. Department stores 
usually allow their credit risks a month to pay. 
In other lines, and especially in those lines which 
deal with other than ultimate consumers, it is 
customary to carry receivables up to 6 months, 
and in a few cases for an even longer period. 
Custom (the so-called “trade practice’’) is al- 
ways a vital element in the problem. 

(4) Receivables vary with the character and 
condition of the customer. 

A prosperous customer, if he wished it, could 
always have more credit than an impecunious 
customer. But ordinarily the prosperous cus- 
tomer does not avail himself of all of the credit 
that he could obtain. So in actual practice it 
often turns out that it is the impecunious cus- 


ACCOUNTS RECEIVABLE 247 


tomer who utilizes the lion’s share of credit. 
Farmers, as a class, are habitually impecunious. 
Hence, both the AcricuLTURAL IMPLEMENT and 
FEreRTILIZER industries stand in the top half of 
Table 36. Rapto dealers, APPAREL dealers, Coa 
dealers, and Corron Goops and SiLK Goops 
dealers were suffering varying degrees of busi- 
ness depression in 1927; the suppliers of these 
commodities were all carrying, according to 
Table 36, more than the average volume of re- 
ceivables in 1927. 

Conversely, it will be observed that the major- 
ity of the lines which appear in the bottom half 
of the table have been selling to customers who 
have been enjoying prosperity. 

The time when the customer has his funds 
available is also important in some cases. To 
cite only one example: farmers must buy their 
implements and fertilizers in the spring, but 
do not receive the income from their season’s 
campaign until the fall or winter. It would be 
out of the question to expect them to pay out- 
right for such expensive articles as implements 
and fertilizer on the date that these goods are 
purchased. 

(5) Receivables vary with the character of the 
product. 

(a) Durability. Goods which are not used 
quickly, or which do not wear out quickly, pro- 
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vide a certain measure of security for the credit 
that is granted. Examples: products of AGrI- 
CULTURAL IMPLEMENT, OFFicE & BUSINESS 
EquipMENT, MacuHinery, and Burtpine EQuip- 
MENT trades. . 

(b) Costliness. The buyer of a costly com- 
modity has an argument for demanding credit 
which the buyer of a cheap, or a small article, 
does not have. The seller of costly articles must 
often grant credit to enable him to make his 
sales. 

(c) Essentialness. A peculiar situation 
exists in regard to this characteristic. For the 
most part, the positions of the various lines in 
Table 36 are determined without reference to 
the essentialness of the goods that are produced. 
Lead and zine are equally as essential as agri- 
cultural implements, but the lead and zine in- 
dustry stands at the bottom of the list, with 
relatively the smallest volume of receivables, 
while the agricultural implement industry stands 
at the top, with relatively the greatest re- 
ceivables. 

On the other hand, the radio and musical in- 
strument industry, as well as the household 
equipment industry (vacuum cleaners, washing 
machines, etc.), are near the top of the list, while 
the tobacco products industry is near the bot- 
tom. The products of all three lines may be 
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said, speaking in the strictly economic sense, to 
be nonessential. 

The radio and the household labor-saving 
habits are newer ones than the tobacco habit. 
To cultivate the former, sellers are willing to 
make concessions. They have been obliged to 
extend credit to increase the volumes of their 
business. 

(6) Receivables vary with the condition, situa- 
tion, and purposes of the seller. 

Debt is sometimes used as a competitive tool; 
X may be unwilling to extend Jones further 
credit, but Z, for his own purposes, may be quite 
willing to do so. Moreover, Z’s financial situa- 
tion may be such that he can readily afford to 
extend further credit, whereas X’s financial con- 
dition may prohibit it. 

And further, as was noted above, the offering 
of the opportunity to get into debt may have 
been consciously adopted as a definite part of 
the selling program of a given line of business. 


Degree of Influence.—All of these different fac- 
tors are effective at different times, in different 
ways, and to different degree. A thumb-nail 
summary of the foregoing would consist in the 
statement that the most important single ele- 
ment in determining the size of a concern’s 
receivables is the line of business in which that 
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concern is operating, and the current trade prac- 
tices obtaining in that line. 

_.And always it should be borne in mind that 
the aggregate receivables of industry are 
RELATIVELY small, and that except in a minor 
number of individual cases they present a serious 
problem only in times of widespread economic 
distress. 

No balance sheet analysis is complete, how- 
ever, unless it takes receivables into account. 
There is always an appreciable number of radical 
deviations which must be explained or justified. 


Credit Intermediaries 


The Finance Company.—In all of the foregoing 
we have consistently avoided reference to the 
finance company’s place in the current business 
structure. This has been a conscious omission, 
predicated upon the assumption that this type of 
enterprise is of sufficient importance to justify 
especial consideration. 

The term “finance company” is almost as in- 
clusive as the term “industry.” There are many 
different kinds of such concerns, operating in 
many different fields and in many different ways. 
To describe them in the broadest possible way 
would be to state that the finance companies’ 
function is to purchase evidences of indebted- 
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ness from sellers, and to hold these documents to 
maturity. And this broad definition is, indeed, 
quite sufficient for our present purpose, evea 
though it may be lacking both in technical cor- 
rectness and in comprehensiveness. 

In a word, the finahce company is an inter- 
mediary between the buyer and the seller. In- 
directly, it provides the money which the buyer 
needs to make certain types of purchases, and 
directly it provides the money with which the 
seller is reimbursed, promptly, for the goods 
which he turns over to the buyer. The most 
rapid development of this business function has 
been in the last decade, and especially in the last 
half of the last decade. 

Many persons are accustomed to think of 
the finance company only in connection with 
consumer credit, and as operative solely in that 
field which is popularly known as installment 
selling. This is quite incorrect. While it is true 
that the bulk of finance company credit is 
probably extended to ultimate consumers who 
purchase automobiles, household equipment, 
musical instruments, Jewelry, furs, etc., on the 
installment plan, it is further true that the same 
type of enterprise also furnishes a considerable 
amount of credit to producers. 

Estimates of the volume of paper carried by 
the finance companies are widely divergent. It 
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is probably fully as illuminating to assert that 
this volume amounts to several billion dollars at 
the present time, as it would be to cite the vari- 
ous estimates running from 314 billions upward. 

Several important lines of business have been 
able during recent years to shift all, or a sizable 
portion of, their customers’ receivables upon the 
finance companies. Were it not for the activities 
of this type of enterprise, the automobile pro- 
ducers would today be carrying a heavier load 
of receivables than producers in any other line 
of business, and would be obliged to employ a 
vastly greater amount of capital than they are 
now employing. Likewise, the office and busi- 
ness equipment, radio and musical instrument, 
household equipment, and machinery industries 
would be carrying much larger receivables, and 
would be employing much more capital, than 
they are at the present time. 

Acceptances.—Another development tending 
to reduce the volume of receivables carried by 
producers and distributors of goods nae been 
in the acceptance market. 

Here again a definition of the broadest sort 
will adequately serve the immediate purpose. 
An acceptance, in essence, is nothing more than 
a trade bill bearing a responsible endorsement. 
Bankers’ acceptance, of which there are cur- 
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rently something over a billion dollars’ worth 
outstanding, bear bankers’ endorsements as well 
as that of the buyer. Trade acceptances bear 
only the endorsements of business men or busi- 
ness concerns. 

In most cases, the security behind an accept- 
ance (other than the endorsements) consists of 
physical goods in process of manufacture, in 
warehouses, or in transit. In a typical transac- 
tion the seller of the goods draws a draft upon 
the buyer; the buyer or his bank, or both, ac- 
knowledges the validity of the draft by “accept- 
ing it,” and the resultant document may be sold 
to someone else (1.e., discounted) by the seller 
of the goods. 

The net result of the development of the 
finance intermediaries and of a well-organized 
acceptance market has been to relieve the seller 
of a very large portion of the accounts receivable 
burden. 

Certainly this is a salutary development from 
the standpoint of the seller. Doubtless also it is 
favorable from the standpoint of the buyer and 
from the standpoint of business in the large. 
More often than not, a business enterprise 
organized especially for the purpose of supply- 
ing credit can perform this function both more 
cheaply and more efficiently than can a business 
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organization to which the supply of credit is an 
obligatory and usually unwelcome side line. 

The system as it now operates will not have 
its test by fire until this country drifts into its 
next period of general business depression. 

In the meantime, it would seem a safe predic- 
tion that the activity of the finance intermediary 
will continue to accelerate, and that the lines 
which are still carrying a considerable volume 
of receivables will with increasing intensity 
strive to divest themselves of a growing portion 
of this burden. 


TABLE 37 


50 Companies With the Smallest Percentage of 
Current Assets in Accounts Receivable 


1926 1927 
Great-Western Sugar Co. .2.cse geen see 0.20% 0.23% 
WMacmasCopper Cov... oan one ete 0.28 0.58 
UtaheCop per. Cow we. ancseme meets 2.75 0.65 
Kreses (Satara O0.5 2. sar. ce eee 2.43 0.66 
Teck=iughess ald = Mines shit a. eee 0.66 
Gurtice Publishimo. Cos a.nccoee sean 172 0.81 
American Stores: Cox. e..5a. oe eee 1.06 0.83 
Nipissing? MinesiG@o., utd... eae eee 0.52 0.88 
Kresge (5.2). Gore. oe ene eee 1.27 0.89 
Grant: (WAT) 2 Co 2. ee ati eee 0.89 0.91 
Park-Utah Consolidated Mines Co. .... 6.67 1.26 
Kinneye( Greig: Cowal nene serene 1.32 1.28 
Shattwucke( Hes Couceaets pre. rete 4.04 ToL 
Thompson. (Johne hs): Cos ete eeee 1.28 1.64 
McCrory Stores sCor.-aanee oer ee ee) 1.66 


Alhances Realty. COqcneeee aeae eee 2.80 MG) 
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TABLE 37 CONCLUDED 
1926 1927 


DARE Pela lar Oe INC sot ccs e's 6 6.5 189% 1.84% 
National Bellas Hess Co., Inc. ........ 5.44 195 
Miami C Oppel (0.80 seen < Senden cee eds 4.79 1.96 
rPANCed Fes ce) WV) ebOTeS. 0.42 «) so arse 2.99 2.00 
Fajardo Sugar Co. of Porto Rico....... 25.36 2.34 
Great A. & P. Tea Co. of America...... 5.22 2.46 
Kroger Grocery & Baking Co. ......... 0.83 2.81 
Granby Consol. Min., Smelt. & Pwr. Co. 2.58 2.86 
Consolidated Distributors, Inc. ....... 3.70 3.00 
Ge rLORUGED UE ela eee eRe sc yA lwataass = % 2.19 3.27 
Valorie ycentn INC ese. occ scte ss cece 3.68 3.36 
Bemne vat hark Ol. tooo 6 Muss ¢ ciao 8.23 3.09 
Lima Locomotive Works, Inc. ......... 25.96 3.55 
Preticsenviotor Car, Gorp.t.. 7s... nso 4.17 3.60 
American Ship & Commerce Corp. .... 0.92 3.63 
Peoples Drugstores, Inch... 2... ca. - 3.52 3.85 
la einen COLD Ie ei. cee oe eis Seo anes 3.57 4.35 
NV oolworthe (Ba: Wie)'t COma sre cots ee a 2.80 4.40 
Mediville Shoe<Gorps < ..2s)sstagee on ne os 3.52 4.45 
Metro-Goldwyn Pictures Corp. ....... 7.99 4.72 
Pender (David) Grocery Co. ......... 7.02 4.74 
Amer. La France & Foamite Corp. ..... 43.72 4.76 
ev GrOM ae LCR CO Onrt co = wees sie nue = eye's ace 3.59 5.14 
Celanese Corp. of America ............ 22.01 5.44 
Alpha, Portland: Cement Co. .........'- 5.98 5.45 
omnia OTD deen cits a sicrem a aide os 5.45 5.90 
rank taal.) Mig. Co.cc cis, sere cts oie 5.62 6.05 
Metropolitan Chain Stores, Inc. ...... 1.62 6.13 
Hollinger Consol. Gold Mines, Ltd. .... 3.72 6.32 
Homestakesviinine Cove. oc. see's 2 7.89 6.40 
ile pa Ker COLD s gases vile ois) cece eho 12.25 6.43 
(alien OO Me Macicote s tae Socata aks sis) 6.53 6.55 
Gabriel Snubber Mfg. Co. ............ 18.02 6.67 


IN eae LOUOlios OO; carsacanscls csi 'e tela o's 9.31 7,02 
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TABLE 38 


50 Companies With the Greatest Percentage of 


Current Assets in Accounts Receivable 


1926 
Spear: C0e.1 ses sus oa viaine gaa eeinune 82.8% 
Motion Picture Capital Corp. ........ 89.8 
Eastern Steamship Lines, Ine. ......... 75.0 
White Sewing Machine Corp. ......... (Res 
HartmanuCorp.te sas wet. anol ate wae 74.1 
Nichols, & Shepard :@0. f cc<0c0y sie reer 74.3 
iauid: Garbonies Corpses. 2a. ere 72.3 
Found@ ation: GOs sa, tate taco tee cae tare 62.0 
Warren BrogmeC Ose... 2 oe ae eee 64.8 
Hollanders(A2)2& Sony. ine sor, aes 74.3 
Virginia Iron, Coal & Coke Co. ....... 67.8 
Brunswick Term. & Ry. Sec. Co. :..... 50.0 
Kuppenhermer’(B.) & Col... s.asce 66.5 
Eureka Vacuum Cleaner Co. ......... 63.9 
Atlantic, Gulf & West Indies 8. 8. Lines. 56.8 
Mergenthaler Linotype Co. ........... 67.4 
U.S. Hoffman Machinery Corp. ....... 67.4 
Aen Gea mel cOOne ain yr aanteee 52.8 
CElnternCOncge nuiukc geotohiee eee eee ere ems 73.8 
National Cash Register Co. ........... 71.9 
Stanley Co, of America -...<..9<acewes 33.2 
ManatiSugartsOon 0\ ces ee eee 72.2 
Gould: Coupler? Gos. 4 ee ance earenee ek 58.2 
Hoc? (Ri) e oe Oo. nC on ee err 54.9 
PubmarinesB0at. Corn. a. see 86.8 
American-Hawaiian 8. 8. Co. ......... 36.4 
Brown Shoe Comdncw a. eee ee 54.4 
Pittsburgh Terminal Coal Corp. ....... 67.3 
Intertype;, Corptan eae eee ee eee 59.8 
Intern1zA oricultural: Corp. 2% ee 51.8 
Canada Dry Ginger Ale, Inc. ......... 36.9 
Norwalk Tire & Rubber Co. .......... 43.5 


1927 
84.5% 
84.2 
76.9 
713.3 
72.7 
72.3 
W.7 
70.4 
70.2 
66.9 
66.8 
66.7 
66.4 
65.7 
65.3 
64.0 
63.8 
63.1 
63.2 
62.3 
61.4 
60.6 
60.5 
59.2 
57.8 
56.9 
56.6 
56.6 
55.1 
551 
54.8 
54.7 
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TABLE 38 CONCLUDED 
1926 


Gillette Safety Razor Co. ............ 48.8% 
Pelgutqurapn® GOLDy wees ass see ces 714 
Christies Brown .& Co.,) Ltd. .o.. 5 J. - 68 50.0 
General American T ank Gar Oorpe «a0 0S-o 
Mack Trucks, Inc. <)...:.).% Ries tee olen 53.0 
Air Reduction ROP MIICCaR enn Oe eels trae 45.4 
PUSeTIOM DOSLLOO2 on. scans eek sot as 43.2 
DRC CREEOCESGON EA cere’. Gr eto he aha SS Ponta oe os 43.5 
Penn Coal: Coke Corp. ¢o.62. 45. 60.7 
Bloomingdales bros..6 pep os... sess ee 62.5 
Brunswick-Balke-Collender Co. ....... 47.3 
PAD AGLCANACO) Me ote ae eta ee 57.0 
Continental Baking Corp. ............ 43.7 
American Type Founders Co. ......... 53.6 
Prareeocnaiinerd& Nlarx so. .es 3 «00 40.2 
American Wholesale Corp. ........... 49.7 
American Sugar Refining Co. .......... 44.9 


Devoe & Raynolds Co., Inc. .......... 48.8 
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1927 
54.7% 
54.6 
Donk 
54.4 
Dou 
519 
51.7 
50.7 
50.6 
49.6 
49.4 
48.6 
47.8 
47.7 
ATT 
47.6 
47.3 
47.1 


CHAPTER XIII 


THE CASH ACCOUNT 


THERE are few general principles which are 
applicable to industry’s cash account in the ag- 
gregate, and even fewer which characterize the 
policies of one line of business as contrasted with 
those of another line. Hence this brief chapter 
will, for the most part, confine itself to only two 
phases of the cash position: (a) an effort to por- 
tray the significance of the size of the cash re- 
sources of leading concerns at the present time, 
and (b) an estimate and appraisal of future 
probabilities. 

It is no more than the formulation of a plati- 
tude to observe that the primary objective of 
every business concern is to acquire cash; that 
is why it is a business concern. Having obtained 
cash, the question of what to do with it—what 
portion to pass along to security owners, what 
portion to retain temporarily in the hope of later 
distributing it, what portion to retain as perma- 
nent working capital, what portion to reserve 
against future contingencies of all kinds, what 
portion to plow back into the business immedi- 
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ately for renewals and extensions, ete.—becomes 
almost wholly a matter of specific policy on the 
part of a given corporation. 

General business conditions and prospects are, 
of course, influential; so also, to some extent, 
are conditions within a given industry. But it 
is our judgment that such conditions take a 
secondary place in the approach to the problem, 
and that the dominant consideration at all times 
reflects the policies and plans of the individual 
concern. That is why, in a discussion of the 
cash position, generalities fall mainly beside the 
point. 

Size of Current Cash Holdings.—At the close of 
1927, cash and equivalent of the 516 leading in- 
dustrial concerns which it has been found fea- 
sible to study closely from this standpoint, 
amounted to 3,178 million dollars. The net in- 
crease during 1927, as compared with the close 
of 1926, amounted to 283 millions, or 9.8 per 
cent. 

Cash holdings at the close of 1927 were equal 
to 10.43 per cent of total assets, to approximately 
30 per cent of current assets, to 61.2 per cent of 
inventories, and to 134.5 per cent of accounts 
receivable. 

Of the 516 concerns selected for especial study, 
335 made payments to various classes of security 
holders in 1927. These payments amounted to 
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1,663 million dollars. Cash holdings of the same 
335 companies amounted to 3,049 millions at the 
end of 1927. They were, therefore, equivalent 
to 184 per cent of the total 1927 payments to 
security owners. 

To state this fact in another way: without one 
cent of additional profit, these 335 concerns could 
continue to make payments to all classes of se- 
curity holders, at the 1927 rate, for 1 year and 
10 months, before aggregate cash would become 
exhausted. 

At the 1927 rate of payment, these 335 com- 
panies would require 333 million dollars for 
service on their funded debt and preferred stock 
for another full year. Subtracting this amount 
from total cash, the remainder is equal to 204 per 
cent of 1927 common dividends. 

Two hundred and seventy-three companies on 
the full list were carrying a funded debt, the 
par value of which at the close of 1927 was 3,820 
millions. Cash of these particular companies 
was 1,611 millions. Hence, cash alone was suf- 
ficiently large to have permitted the retirement 
of some 42 per cent of total funded debt. 

Finally, cash of the 516 companies at the end 
of 1927 was 137 per cent of (or 37 per cent 
greater than) 1927 net profit. 

We believe the aggregate cash position of lead- 
ing mdustrial concerns at the close of 1927 to 


THE CASH ACCOUNT 261 


have been stronger than at any previous time 
in history. And we believe the cash position to 
have improved still further during 1928. 


TABLE 39 


The Cash Position of Leading Lines of Business 
% of Current Assets 


oar 1926 997 
MMU EOUP ANU; LANCIA ca eat t Se Se 64.10% 63.45% 
7 Shipping and Shipbuilding ....... 62.71 58.70 
13 Railroad Equipment ............ 48.05 55.08 
14 Chemicals (Industrial) ......... 45.87 49.14 
6 Electrical Equipment ............ 39.77 46.28 
COU BE TOCINCES fone 5 fu Sate foals 45.03 45.52 
Bs ME AUUOIONI ICR Ll ca cs eres wk ek ee 37.57 45,13 


9 Drugs, Medicines, Cosmetics, etc.. 46.21 43.99 
22 Automobile Parts and Accessories. 42.57 41.98 
14 Miscellaneous Mining and Smelting 38.41 41.12 

8 Radio and Musical Instruments... 23.71 33.46 

7 Office and Business Equipment & 


DUP PlESMnn cei gts ters cas 2147 32.17 
33 Miscellaneous Manufacturing .... 82.27 31.71 
MEO UCE lier A, oh ots t, crsyarn ae face 32.52 31.00 
PAM HOU DORGRr cece eine oceans Siok ote orgy are 30.80 29.60 
PMTRCUAI be LT AGe a aac mon scons ae <ees* 28.71 29.48 
31 Building Equipment and Supplies. 27.67 28.87 
HMMERO OR leer es. fara al.s > aye e ne o 3.0% 28.05 24.50 
INS GIN de Fai cir toe Ry Rn On UALR IP 19.08 23.02 
14 Household Equipment and Sup. .. 16.99 21.80 
3) BGT s GUEEAG ey hrerscsra yh Gin A Aare Aare aa 22.52 21.77 
MRE ACV cate tent are- ete Ake tbe 08, 0a e 22.55 20.94 


22 Machinery and Machine Equip.... 17.17 19.93 
13 Theaters, Moving Pictures, and 

PA TIIUISETUCTNUS Cotare rate eae! «5's, «si 6:9 19.09 18.386 
Pome CUCAI eis Cries a eee nies ales Oo 18.48 18.29 
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TABLE 39 CONCLUDED 
% of urease haache 


Cos. 1926 1927 
4 i GHGS trae ca execs one te ste ale sae 14.53% 17.67% 
7 Agricultural Implements ........ 13.73. 17.15 
16°) Tobaceo’ Products 2. ysis 14.70 14.83 
6. Cotton Goods me ..2.25 Pee ee 17.82 14.36 
GP AULOMODHE 1 Lirehi, sce anes ena 12.39 138.89 
LOMMADDATCH oe ras Sones nee rete 15.69 13.05 
2.5 Woolen, Goodson. saese os anteater he 10.19 11.39 
oo Meat. Packin® :.)1..«se<: <9 eee 7.42 11.30 
4. = Silk: Good@itwae seas: = oa a enter 12.41 10.58 
3 MICANEL ie fous og ee eee eer 5.14 5.61 
Average 516 Companies.......... 27.39% 29.63% 


Outlook.—The reasons for believing that cash 
holdings have further increased during 1928 are 
(a) because general prosperity has prevailed, and 
industrial earnings have been running at a rate 
even higher than that of 1927, and (b) because 
the level of interest rates in the time money mar- 
ket and more especially in the call money market 
has made cash a real earnings asset. 

Call rates averaged 7.08 per cent during the 
third quarter of 1928. This is a higher rate than 
many well-organized concerns are ordinarily 
able to earn on their entire invested capital, even 
in years of widespread prosperity. This is why 
there was such a large volume of corporate funds 
available to the stock market during the last half 
of 1928; it explains why corporations recently 
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have been so eager to conserve, and to augment, 
their cash reserves. A costly luxury in times of 
low money rates, corporate cash during the last 
half of 1928 became an extremely important 
source of earning power. 

Wall Street estimates that 5 per cent call 
money marks the minimum level at which the 
call market will attract large volumes of cor- 
porate funds—that a decline in the rate to below 
5 per cent would be concurrent with heavy with- 
drawals of the cash reserves from the market. 

This figure is only approximate, and repre- 
sents not much more than a mere guess. But 
the fact that guesses in this respect are being 
currently made signifies that the present situa- 
tion is temporary. It emphasizes the principle 
that the size of corporate cash reserves is in some 
respects related to the going rate for money, and 
that there is somewhere a point in the interest 
rate at which new problems relative to the cash 
reserve present themselves for solution. 

Long Term Trend Is Upward.—The long term 
trend of American industry’s cash reserve we be- 
lieve to be upward. That is, over a period of 
years, we believe that leading corporations will 
find it to their purpose further to increase their 
ageregate holdings of ready money. 

But this trend will not be a steady one, and 
least of all do we expect the annual rate of in- 
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crease to run regularly at the 1927 rate (say 9 
per cent). We have already seen that the going 
rate for money constitutes an important influ- 
ence at all times. Other essential modifying 
factors will be: 

(1) The shifting volumes of inventories and 
accounts receivable. 

The three leading items in the current assets 
account (cash, inventories, and accounts receiv- 
able) are shuffled back and forth as readily as 
the individual pieces in a pack of playing cards. 
Cash tends to decrease, not only relatively but 
actually, in periods when inventories are rapidly 
expanding. (There is nothing with which to 
pay for inventories except cash or credit, and 
up to a certain point the stronger corporations 
normally choose the former.) 

When inventories are expanding rapidly, busi- 
ness as a whole is usually booming. Accounts 
receivable are, therefore, likewise expanding. 
This means merely that sellers are lending buy- 
ers an increasing amount of their own cash. 
Broadly speaking, the early stages of a real busi- 
ness boom ordinarily bring a contraction, rather 
than an expansion, in the cash accounts of lead- 
ing corporations. 

(2) The size of the cash account tends to vary 
with the rate of profits—a conclusion so obvious 
that it needs no argument. 
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(3) The cash account will temporarily de- 
cline in periods of depression. 

This is true not only because declining profits 
check the rate of accretions, and because losses 
on inventories and operations eat into the cash 
reserve, but also because industry generally dis- 
likes, above all else, to reduce the size of its pay- 
ments to security holders. For a time at least, 
even when earnings are low or nil, interest and 
current dividend obligations will be met out of 
cash surplus. 

This program has its obvious limits. But 
there is ample basis for the belief that, in the 
past, the total payment made annually to secu- 
rity owners has been one of the most stable ele- 
ments in our economic structure. 

The influences of all of the factors cited above 
are, it will be noted, temporary in nature. Ex- 
cept in periods of grave and widespread eco- 
nomic depression, they tend more to check the 
rate of growth in the corporate cash account, 
rather than seriously to deplete that account. 
It still remains true that the long term trend of 
the cash account should, and probably will, con- 
tinue upward. 

And this circumstance constitutes one of the 
most important safeguards of the holders of the 
securities of strong industrial concerns. 
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TABLE 40 


50 Concerns Selected from Full List, with Greatest 
Percentage of Current Assets in Cash 
% of Current Assets 
in 


aS. 
1926 1927 
American Ship and Commerce Corp. ... 99.1% 96.4% 


Hazeltine> Corp "2. 2 ease ee nates 96.4 95.7 
Park-Utah Consol. Mines Co. ......... 83.2 91.8 
Hollinger Consol. Gold Mines Ltd. .... 89.2 89.1 
Fox heatres:©orp. = sous tees ce ee ee 99.3 88.3 
Shattuck -(FeGrals Coco seers waoc gis a meee 48.5 88.2 
Butte and Superior Mining Co. ....... 85.6 86.6 
‘Thompsons (Jobn h.) © COr saan en eae 82.7 86.3 
“American -ArehaCG. nn eae ee ee 77.6 84.8 
Nash Motors: Goce aces toe ose eee 76.3 84.8 
Shubert Theatre Corp... ves: aes oe 66.8 84.7 
Madison Square Garden Corp. ........ 46.7 83.5 
American Ship Building Co. ........... (epi 83.3 
Teck Hughes Gold Mines Ltd. ........ 89.0 82.9 
Lima Locomotive Works, Inc. ......... 60.3 82.0 
Gabriel-Snubber Mig. Com... .. a. weer 61.6 81.5 
DOmMe a VINGs «Ltd, ace cia. en cere ee 76.7 81.1 
Dilepavers eG... pose eer te ree 61.4 80.6 
HomestakeyMinine Cons. a. eee 74.9 80.1 
Howersotnds Oot. <1. wees ee ee ee 74.0 78.3 
Islands Creek? Goal:Cos..). ona ae ONS 76.1 
Union Tanks Gort Coarse, oe ee 75.4 75.9 
Ford Motor Co. of Canada, Ltd. ...... 45.7 74.9 
Nipissing Mines*Cos Ltde en one 195 73.7 
American Locomotive_Co. .:.......+.. 59.6 73.5 
Intercontinental Rubber Co. .......... 78.3 72.2 
News ork*Air"Brake:Coe..2. ee 64.8 72.2 
St. Josephy Lead. Covse te nec: eee 73.3 72.1 
Timken Roller-Bearing Co. ........... 70.5 71.8 
Corn* Products: RefininesComnew+ee ee 68.2 71.4 


Fleischmann Co. ae eee eee 66.3 alee 
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TABLE 40 CONCLUDED 


% of Current Assets 
in Cas 
1926 1927 


Fanny Farmer Candy Shops, Inc. ...... 67.2% 70.9% 
Celanese Corp. of America ........... 41.1 70.9 
Great Lakes Dredge and Dock Co. .... 68.4 70.4 
Allied Chemical & Dye Corp. ......... 65.6 70.1 
Mexican Seaboard Oil Co. ............ 50.7 70.0 
Ret ldGa CG Orme Cae, oe ahem wih 70.4 69.6 
HetineNiininey Coss ors rors Saree ce « 58.6 69.0 
Transue & Williams Steel Forging Corp. 67.5 68.6 
Libbey-Owens Sheet Glass Co. ........ (OD 67.2 
U. S. Cast Iron Pipe & Fdy. Co. ....... 56.1 67.1 
viidland Steel Products... ts shes: 72.3 67.1 
MAIR CODDCT Oe. has. noe Sete sates 62.2 66.7 
MORAN TCO oe een os ets cag aie 61.3 66.7 
Tenera aking, COM. canes ohncg res 58.0 66.4 
Wetional-~Biseutt: Co... <:,. vee. ce san oe 64.9 66.1 
American Steel Foundries ............. 57.3 65.9 
White Rock Mineral Springs Co. ....... 59.5 65.5 
teeied eH TING COs ccs atcela acca 3 67.1 65.2 
Euiiy ebakeries Corps aca 5 cision pare: 61.2 64.0 
TABLE 41 


51 Concerns, Selected from Full List, Which Had 
Largest Actual Cash Reserves at End of 1927 


(Burroughs Adding Machine and Reynolds Tobacco 
had virtually identical cash holdings, and both ranked 
fiftieth on our list. Therefore both were included, bring- 
ing the list up to 51, rather than to the usual 50.) 


Cash, 1927 
(Million $) 
(Generals Motors Corp. - 2.» sere sa vs seb ime $208.18 
Wmited States Steel Corp. 2... cee ca ce ele os 180.93 
Standard Oil Co; of New Jersey .22%. 200.023 169.76 


Generale lecurics Commer petites crecre nie eae 153.76 
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TABLE 41 CONTINUED 
Cash, 1927 


(Million $) 
Allied Chemical & Dye Corp. ........-seeses 102.07 
Standard O1l-Co, (indianal.: 116-2: 5 sees 86.87 
Bethlehem,Steel” Corp. ...0.05 ase «sa weae eae 47.80 
Naan. Motors Co... 24 danse tse te ota ee 42.27 
International ‘Harvester Go*,.2257-4+% 4.40 42.15 
Corn, Products Refining Cow. 2250.6 <a<0ecns 40.84 
Sears, Roebtick>& Go. "iss... ave soca eects ete 40.20 
American Locomotive Co. ......... ee ada ee 37.10 
Amer, Smelting é& Refiniig Go. 2.7 22. ... 3a 35.38 
Jones & luaughhn Steel Corp.9js.. ».0..s ace 33.58 
Westinghouse Electric & Mfg. Co. .......... 32.97 
Chryplér® Corps sw. sace soe ca edes tues ae an 32.64 
E. I. duPont deNemours & Co., Inc. ......... 32.60 
Hastmane Woca Cow wt. nite. ae ee 32.41 
Vacuum Oil Gosen) acschescactes sae caw ateas 32.10 
Great; A.-& P.-Tea Co. of America........... 31.12 
United Fruits Goz0.. jase 4 = tetanic ete eee 31.07 
American Railway Express Co. ............. 28.83 
Standard O1l.@o:. ol Californias. «... 02s eee 26.59 
Dleischina ny CO, <6... <icr hohe fae eee atta ete 25.23 
Goodyear: Tire'é& Rubber-Co.>..- a. +e. seeas 24.01 
Neotel Biscttts OOsr cm cct re ae tee cane 20.59 
Borderin Cnet seca eae ire) aren eee oe eee 20.90 
American: Sugar Refining Oo, Wes. sac. eels 20.57 
Woolworthe (laws)! Gol 25.0 sions tect oe see 20.42 
United Cigar Stores Co. of America......... 19.95 
ATIMOUT) Oe COnmLilolie cet ae, cee ete ta te ere 19.93 
Liggett & Myers Tobacco Co. .............. 19.87 
Westinghouse Airs Brake Co! s4..07... sc ces 19.68 
Sits do, CO. ates sockeake hao tren ce ener ae 19.42 
Dodges Bros, snes’. s2. ot eee ie eer ee 19.25 
Marland, Oi): Co. aioe seis screen eee ees 18.36 
Kennecott ‘Copper: Corpam ee ee eee 18.29 


Radiot Corps ch América ste eee 18.28 
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TABLE 41 CONCLUDED 
Cash, 1927 


(Million $) 
Don Ol COG CAMIOMIA ecg e5 in Sh cd selon 18.21 
POS Rae AS ODT arte Lp aeh ig BER c obi sian ees 18.11 
Anaconda Copper Mining Co. ...5....0..006 18.06 
SI eUROOKEL AGOTTAR Swe Rodis On co ela Gels 17.49 
fimken Jollers Beating’ COs 2. ti.taa es vans 17.40 
Peer er (Nlotor Wario mee doce aces 17.29 
Standard.Oil Co.sof New York! ¢ 601.2.) 05% 17.04 
CETERA SS UTE Oat oe 01 We 8d aero aes A og Poe Pr PP A a 16.88 
inion, Carbide & Carbon-Corp, <.2.0.. 25.5 16.27 
Pisliips= Petroleum: Gor, seem cst cates tae ost 16.26 
MEE OtION Al 0G COn akraietn Goon fecced etree 16.13 
Burroughs Adding Machine Co. ............ 15.80 


UE VUOIGS. (tt ad 5)) ODRCCO LC Oat cage ee 15.80 


CHAPTER XIV 


CURRENT LIABILITIES 


Srupy of the current liabilities of leading in- 
dustrial corporations serves further to empha- 
size the opinion that concerns of this character 
are, on the average, in an extraordinarily com- 
fortable financial position at the present time. 

Indeed, current liabilities constitute one of 
the least important items on industry’s compos- 
ite balance sheet. At the close of 1927 this item 
was equivalent, on the average and for the full 
list of corporations here under study, to ap- 
proximately: 


22 Per cent of current assets; 
7 Per cent of total assets; 

71 Per cent of cash (2.e., cash was 41 per 
cent greater than current liabilities, and 
cash, it will be recalled, is only one of 
three important items in the current as- 
sets account) ; 

100 Per cent of accounts receivable (which 
means that the sum owed to leading con- 


cerns, virtually all of which is readily 
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collectible, is alone sufficient to cancel 
current liabilities). 


Distribution of Liabilities—The separate sub- 
items in the current liabilities account assume 
even less importance’ than the account as a 
whole. For this particular phase of the analy- 
sis, 1t was found possible to utilize data for only 
514 corporations from our full list of 545, due to 
the fact that the remaining 31 rendered their 
balance sheets in such a form that differentiation 
of the various sub-items could not be made. 

At the ends of 1926 and 1927, respectively, 
the aggregate current liabilities of these 514 cor- 
porations were distributed as follows: 


TABLE 42 
514 Corporations 


Portion of 
Current liabilities in 


Bank Accounts All 


Loans Payable Other 
TOPATK Jacana wicae rol ene 16.5% 49.0% 34.5% 
OD Ment cdercrcre wccue cee 18.6 47.7 33.0 


The distribution of current liabilities by in- 
dustries is reported in Table 43. In several 
groups the number of individual concerns in- 
cluded is so small that the results are not repre- 
sentative. They have been included in the tabu- 
lation only with the idea of presenting the full 
line of data upon the basis of which aggregate 
results were determined. 
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TABLE 43 
Distribution of Current Liabilities by 
Industrial Lines 


(Arranged on the basis of percentage of current liabilities 
in bank loans at the end of 1927.) 
% Of Current Liabilities in 


No. of Bank Accts. Misc. Bank <Accts. Misc. 
Cos. GROUP Loans Pay. Liab. Loans Pay. Liab. 
1926 1927 
HEE SEEN | Acecananocnoucouscaueccnen 58.9% 26.3% 14.8% 65.0% 23.8% 11.2% 
Sr SillegeGOods tee cclascsmciisocstiate 70.4 193 103 649 250 10.1 
4s Woolen® ‘Goods! wees cesicesciisincieee 57.9 22.1 20.0 59.5 12.5 28.0 
7 Shipping and Shipbuilding.... 43.7 27.5 288 541 191 26.8 
Se Leatheten saincsnieetrecinwesvescevaress 84.0 11.6 44 49.0 28.1 27.9 
See bertilizers sess atase atest oanent - 46.0 3869 17.1 47.6 45.8 6.6 
17 ‘Tobacco Products) \se..<ccescesece 37.6 288 33.6 47.4 20.9 31.7 
3) Meaty Packingentecc-teleceeaaee 38.5 59.5 2.0 44.5 54.1 1.4 
6 Cotton (Goods. ccnscsecssm aciemss 45.5 338.1 21:4 41.6 30.6 27.8 
13. Apparel’ 4. .Sarcesemeasesccesevene 42.0: 342 23:8 415° 29.2 (20.8 
APA SWOGS esate siete cateitieieatelstelecran cieteiers 35.6 34.5 29.9 39.2 29.8 31.0 
13 Theaters, Moving Pictures, & 
AMUSEMENTS Massa deaeicneesses 48.8 244 26.7 38.1 31.9 30.0 
LOM Coal Dive iacacteleravarsis alesse setiarstelars 20.7 42.8 365 366 32.2 31.2 
§ Automobile Tires .....s.<se00» 30.5 61.2 8.3 29.3 58.6 12.1 
6 Radio & Musical Instruments... 29.2 58.6 12.2 28.6 59.0 12.4 
Limi CODPOL Mec secicdaccle seeisieeacreamice 1.7 643 440 27.1 42.4 30:5 
Cee PADEL: iarcicicteatclaiste)eieieie cle cieteralstetcialsieye was 66.4 33.6 22.0 48.7 29.3 
40 Oill Meaiccierelonsniaesieiewsiee vislace-seeee 18,15 "68:9 23:0) 19ST 59:2 OT 7 
86) HOOd ME rOCUCtS! 4/jcc:ssesciecs seeetes 19.7 43.6 36.7 15.8 45.5 38.6 


24 Machinery & Machine Equip’t 18.7 43.2 38.1 15.4 46.6 38.0 
14 Household Equipm’t & Supplies 8.0 62.1 29.9 14.6 61.5 23.9 
22 Automobile Parts & Accessories 14.7 46.9 38.4 12.9 54.0 33.1 


49) Rota trades sweeccs osorsenecae 15.5 59.9 24.6 12.2 61.4 26.4 
29 Building Equipm’t & Supplies. 7.8 50.1 42.1 11.1 49.4 39.5 
9 Drugs, Medicines, Cosmet’s, etc. ... 26.5 73.5 9.2 22.4 68.4 


14 Misc. Mining & Smelting .... 6.7 62.7 30.6 8.5 62.6 28.9 
33 Miscellaneous Manufacturing .. 6.0 54.8 39.2 7.3 58.1 34.6 


7 Agricultural Implements ...... 13.1 67.9 19.0 el 69.2 23.7 
6 Electrical Equipment .......... 0.3 45.7 56.0 5.6 42.2 52.2 
7 Lead. and! Zine: Censacuseretecesc 4.0 24.2 71.8 40 21-8 73-0: 
138 Railroad Equipment .......... 15 658.2 45.3 43 46.5 42.2 
24 VAutomobiles' <a cetvmcdasiieteinaciete 24 41.1 56.5 2a Ge OO LL 
14 Chemicals (Industrial) ......... 23 42.7 55.0 2.0 42:7 65.3 
20), BbGeli rah stereos vireo naisee eee 14° $4.1 44.5 2.0 53.1 44.9 
6 Office & Bus. Equip. & Supplies 7.9 35.9 56.2 18 36.3 61.9 
33 Miscellaneous Services .......+6 1.4 29.0 69.6 1.4 27.1 71.5 
1 Rayon (Celanese Corp.) ...... Sia 56.8 43.2 60 45.2 54.8 


Averages: 514 Companies .,.,.. 165 49.0 845 186 47.7 33.7 
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The bank loan and accounts receivable items 
will be accorded brief individual discussion. No 
purpose would be served by an attempt to an- 
alyze the “all other’ item. This is composed of 
a miscellaneous assortment of small and unim- 
portant items, such as accrued interest, taxes, 
insurance, dividends, etc., all of which bulk rela- 
tively large when thrown together, but none of 
which, individually, is of significance. 


Bank Loans 


Analysis of the bank loan situation is some- 
what complicated at the outset by the fact that 
of the 514 comparable companies, only 190, or 
roughly 2 out of every 5, had any bank loans 
whatsoever at the end of 1927. In studying the 
ageregate distribution of current liabilities, it 
was deemed proper to report results (see Table 
-42 preceding) on the basis of the entire list of 
514 companies. But in the specific analysis of 
bank loans, attention will be given mainly to 
those 190 concerns which actually had such in- 
debtedness. The distribution of the current ha- 
bilities of this smaller list changes materially 
from that of the larger one. Table 44 below re- 
ports the distribution for the smaller list: 

Whereas the bank loans of all leading indus- 
trial corporations (assuming the full list of 514 
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TABLE 44 
190 Corporations Which Had Bank Loans 


Portion of 
Current Liabilities in 
Bank Accounts All 


Loans Payable Other 
19965. > aaa ie een 38.3% 41.7% 20.0% 
LOO Tees heres cater tones 44.7 37.3 18.0 


to be representative of “all leading corpora- 
tions’) amounted to but 18.6 per cent of current 
liabilities, the same class of indebtedness of the 
190 concerns which actually had bank loans 
amounted to nearly 45 per cent of current lia- 
bilities. 

And, moreover, bank loans of these 190 com- 
panies were equivalent to about 13 per cent of 
current assets at the end of 1927, whereas the 
aggregate bank indebtedness of 514 concerns was 
equivalent to only 4 per cent of current assets. 

But even so, cash of the 190 companies which 
had bank loans at the end of 1927 aggregated 
more than enough to have canceled these loans 
entirely; accounts receivable were approxi- 
mately twice as great as bank loans; inventories 
were approximately four times as great. 

Thus narrowing the study down to its smallest 
possible perspective, it is still difficult to become 
excited or alarmed about the bank loan situa- 
tion, in so far as it applies to those leading in- 
dustrial concerns that are here under study. 
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Indebtedness Not Disgraceful—Since the days 
of the debtors’ prisons, there has been a tendency 
on the part of many observers of the economic 
panorama to regard indebtedness as somewhat 
of a disgraceful condition. No opinion could 
be less sound. No economic society could have 
reached the high stage of development that has 
been achieved in this country had not its busi- 
ness organization had at its command at all 
times a banking organization which could supply 
the additional capital that has been continuously 
needed. 

It is not indebtedness per se that is disgraceful 
or dangerous, but rather the overextension of 
indebtedness or continuance in debt. The abil- 
ity temporarily to get into debt often offers 
either the opportunity to escape from transient 
business difficulties or substantially to increase 
profits (currently or prospectively) by utilizing 
more capital than a given business concern itself 
can conveniently supply. 

For that reason, we wish particularly to em- 
phasize that no stigma whatsoever is attached to 
Table 45, which lists the 50 concerns which had 
the largest percentage of current liabilities in 
bank loans at the end of 1927. As in preceding 
lists in the earlier chapters, the purpose in pre- 
senting this list is to supply examples and to 
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report radical deviations from the average sit- 
uations. 


TABLE 45 


50 Corporations, Selected from List of 514, Which 
Had Greatest Percentage of Current Liabilities 
in Bank Loans 

% of Cur. Liab. in % Earn. on 


Bank Loans Invest. Cap. 

1926 1927 1927 
Standard Commercial Tobacco 88.7% 97.8% 17.41% 
ATMO COR MIMLI Gyn erreeta a eee 96.0 95.7 1.04 
Nashawena Mills ..........- 93.9 95.2 4.76 
Motion Pic. Capital Corp..... 93.3 91.2 10.40 
American Ship & Com. Corp... 90.5 90.5 7.14 
Great Western Sugar Co. .... 86.7 93.1 6.04 
TpswichissMiill tae oe ort 80.7 88.4 d9.92 


Century Ribbon Mills, Inc. .. 83.4 87.8 1.41 
American Hide & Leather Co. 88.0 87.4 0.49 


Mexican Seaboard Oil Co. .... 0.6 85.4 422.75 
Guantanamo Sugar Co. ...... 86.2 84.3 7.24 
Hieetricsboat: Co. cna. .s ees 53.4 83.5 0.27 
Crexe Carpets Gon dans soos ta ene 83.3 d4.84 
Pym gion: CO. 2 s.cs cee cameos 27.0 81.0 4.82 
Cudahy Packing Co. .....0.: 75.4 79.8 6.85 
American Beet Sugar Co. ..... 92.2 79.2 4.97 
Kelly-Springfield Tire Co. ... 84.2 78.5 4.32 
Pierce, Butler & Pierce Mfg... 64.8 16 2.50 
Durham Hosiery Mills ...... 78.6 77.6 2.90 
Wesson Oil & Snowdrift Co. .. ... 16:8» *9:65 
Martin=-Party> Cotpasee ss. 54.8 75.6 3.50 
Lehn & Fink Products Co. ... 74.6 13.80 
Bayuk Cigars. incant ences 78. 8 74.4 13.42 
Manat Sugar Conn a ae te 69.1 73.2 6.78 
Cuban Dominican Sugar Corp.. 66.9 73.0 3.37 
SeaoravesCorp. ests aoe 63.3 2.0 rola! 


Botany Consol. Mills, Inc. ... 78.1 72.2 .0.66 
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TABLE 45 CONCLUDED 
% of Cur. Liab. in % Earn. on 


BankLoans Invest. Cap. 
1926 1927 1927 
Manhattan Shirt Co. ........ 69.0% 71.9% 11.30% 
Remington Arms Co., Inc. ... ... 70.8 5.47 
American Republics Corp. ... 69.3 70.8 1.24 
Manhattan Elec. Sup. Co.,,Inc. ... 70.7 7.27 
Amer. Zinc, Lead & Smelt. Co. 65.0 70.2 d2.19 
Cuba Cane Sugar Corp. ..... 70.1 69.6 3.39 
Central Aguirre Sugar Co. .. 75.1 69.2 20.12 
Bi Or Lio) Pees ANC. eae as 5 5h 66.9 69.2 2.69 
Houston Oil Co. of Texas .... 36.0 68.6 7.66 
Endicott-Johnson Corp. ...... 63.1 68.4 10.13 
eros peed OF ele ha nA Ta gape 65.5 68.0 11.16 
Congress Cigar Co., Inc. ..... 80.0 67.4 40.64 
Panhandle Prod. & Ref. Co. .. 60.8 67.1 0.92 
Misti Prucke gine) 5.4.60 28.0 65.5 10.50 
Punta Alegre Sugar Co. ..... 75.0 65.4 6.34 
Aeolian-Weber Piano & 

PIGROIAE OO .e cet s dates Ay 65.2 4.43 
Producers & Refiners Corp. ... 68.7 64.4 d0.64 
IVT El OOP see seit rae ee he ws 66.5 63.1 5.68 
gel DLOSte ee hiss Sebi 5.4 ss 59.6 63.0 8.81 
Advance Rumley Co. ........ 75.8 62.9 0.44 
Pathe Exchange, Inc: 7... .. «. ay? 62.7 d15.34 
Kelsey-Hayes Wheel Corp. .. .... 61.6 3.07 
pupemor Oil Corp... o-...2- 3 63.2 61.5 d10.43 

Averages: 

50 Concerns on this list... ... 717.0% 4.97% 

BIAS CONGEINS: sees cs e+ aie 18.6% 9.24% 

d = deficit 


Bank Loans and Earnings.—It will be noted 
that in Table 45 there has been supplied an addi- 
tional column of figures, showing the percentage 
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earned on invested capital by each of these 50 
concerns in 1927. 

These additional figures forcefully illustrate 
that in the cases of some specific concerns a rela- 
tively large volume of bank loans constitutes in 
reality the earmark of a strong situation—such 
concerns are able to employ their borrowed 
funds with considerable success, and to use them 
not as a means of emerging from difficulties 
(which do not exist) but instead as a means for 
increasing profits. 

However, the table supplies the basis for an 
interesting commentary. It will be observed 
that taken together, the 50 corporations listed 
therein earned some 5 per cent on their invested 
capital in 1927, while in that same year the 514 
on the complete list here under study earned 
914 per cent. 

It must be true, then, that on the average and 
in times of normal prosperity, business finds it 
more profitable to supply its own working capi- 
tal than to borrow it from the banks. As has 
already been pointed out, there are, of course, 
numerous exceptions. But the figures appli- 
cable to the broader situation can scarcely be 
disputed. 

It is in times of business boom (when com- 
modity prices are rising, when inventories are 
increasing, and when the total volume of opera- 
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tions is expanding) or in times of real distress 
(when operating losses are eating into working 
capital and when income is declining) that busi- 
ness must resort to the banks more extensively, 
regardless of its wishes in the matter. 

An Anomaly.—The figures that have been pre- 
viously presented are anomalous in at least one 
respect. 

Those loans which the banks report as “all 
other loans and discounts” are mainly commer- 
cial loans—to business concerns of all kinds and 
degrees. The total outstanding volume of such 
loans, at the end of 1927, was greater than at any 
year-end since 1920. The figure has mounted 
steadily since 1922, the termination of each suc- 
cessive calendar year showing an increase as 
compared with the preceding year. 

How can this fact be reconciled with our opti- 
mistic statements concerning the general finan- 
cial condition, and the relative unimportance, of 
the group of industrial concerns here under 
study? 

The answer is that our data in this respect 
are in all probability not typical for business as 
a whole. Almost to the point of ennui we have 
tried to use the adjective “leading” in our nu- 
merous references to the group selected for 
study. The names on our full list are those of 
the largest industrial organizations in the coun- 
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try, and probably the most successful. Many of 
them are very old concerns. Over a period of 
time they have been able to store up, from 
earnings, working capital sufficient (sometimes 
redundant) for their normal needs. 

They have thus freed themselves from the 
banks to a greater extent than has the average 
business concern throughout the country as a 
whole. We take this as merely another evidence 
of the fact that, by and large and over a period 
of time, business finds it more profitable to fur- 
nish its own working capital—in so far as it is 
possible to do so—than to borrow it from others. 


Accounts Payable 


In actual volume, accounts payable of the 514 
leading industrial concerns for which compara- 
ble data are available, bulk about 214 times as 
great as aggregate bank loans, but we should 
judge their significance to be considerably less. 

The preponderant percentage of items cur- 
rently payable is in ordinary trade bills, which 
will be automatically canceled as they fall due. 
We have compiled the usual list of the 50 con- 
cerns on our complete list which have the largest 
percentage of their current liabilities in accounts 
payable, but we believe that its publication 
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would hardly justify the space required. It con- 
tains such names as these: 


Curtis Publishing Co. Intern’! Harvester Co. 
Gillette Safety Razor Co. Great A. & P. Tea Co. 
Procter & Gamble Co. Ford Motor Co. of Canada 
Victor Talking Mach. Co. Standard Oil Co. of N. Y. 
Coca-Cola Co. Radio Corp. of Am. 


Arnold Constable Corp. Kroger Grocery & Bkg. Co. 


Measured by any sensible standards, the 
financial positions of such concerns as these 
must be judged to be abnormally strong. In- 
deed, a number of them only worm their way 
into our list of 50 by reason of the fact that 
accounts payable were 100 per cent of current 
habilities; there were no bank loans, and no 
other current liabilities. 

It is only in times of stress—stress for busi- 
mess as a whole or for a particular corporation— 
that accounts payable become a serious problem. 
Then they become not merely serious, but of 
transcending importance. Either they must be 
paid, somehow, or the debtor concern must face 
the bankruptcy courts. In times of normal pros- 
perity (such as 1926-1927) accounts payable, so 
far as leading corporations as a group are con- 
cerned, are not of much greater economic impor- 
tance than is the individual consumer’s running 
account at his grocery store. 
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In the study of corporation statements the 
analyst is, of course, always on the alert for in- 
dividual exceptions to this generality. The most 
common symptoms of distress, from this stand- 
point, are either (a) a sudden and sizable in- 
crease in the accounts payable item, or (b) 
continuance of accounts payable at a relatively 
high level over a period of time. 


CHAPTER XV 


TLE Cy CLUB” 


In THE preceding chapters, there have ap- 
peared numerous lists of individual corpora- 
tions, for the most part illustrating radical de- 
viations from various average situations. Except 
in the long table reporting the percentage of 
gross saved for net, the entries on all these lists 
have numbered 50. The figure itself was chosen 
because of the assumption that a list of that 
length would be long enough to be representa- 
tive, and at the same time not too long to defeat 
its own purpose. 

But the consistency with which the figure has 
been adhered to has led one gentleman who has 
examined the data to inquire whether the ulti- 
mate purpose has been that of making nomina- 
tions for some sort of corporation “Fifty Club.” 
And the fact of the case is that this query is not 
far beside the point, although the factitiously 
named Fifty Club, as developed by the tabular 
matter on the following pages, will be found to 
contain not quite half that number of names. 

The accompanying tables will either prove to 
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be self-explanatory or will be properly explained 
as they are introduced. 

All data are for the year 1927—balance sheet 
data reporting results as of the end of that year, 
and income account data reporting the results 
of that year’s operations. 

And since comparison from one year to an- 
other was not necessary for this particular phase 
of the study, it was possible to utilize data for 
551 leading corporations—6 more than it was 
feasible to use in the preceding 1926-1927 in- 
come account studies, and 7 more than it was 
possible to use in the 1926-1927 balance sheet 
studies. In every list that follows, therefore, 
selection of the specific names which appear 
upon that list has been made from the full list 
of 551, unless otherwise stated. 

Further, it may be helpful if attention is again 
called to the fact that only industrial corpora- 
tions are being considered in this series of 
studies. Both railroads and utilities have, con- 
sistently, been omitted. 
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I—AMERICA’S LARGEST INDUSTRIAL 


CORPORATIONS 


List A—50 Corporations with Largest 


Total Assets 


Rank 
Allied Chemical & Dye Corp. ......... 15 
American (ane lO.e. Wn2i 4c cert t ce oe 37 
Amer. Smelting & Refining Co. ....... 27 
American Sugar Refining Co. ......... 40 
PImencan. 1 ODACCO Ox . tices races Ona 30 
Anaconda Copper Mining Co. ........ 9 
PEmOUPsOr OAL) Wat ee urs cees feces 10 
malanties Henning) (0.9. 2564 «sti ses a 45 
Beumlenem: sbeck+ COL... os. cse ey oes oo5 6 
ile? Copper COs io sicd pele s vanes ae 38 
Guba Cane mugar Corp.s .5..5 69s jp50 see 50 
WOdeex isla e UNC as 29-4 <a eens e ¢5.0 4 49 
E. I. duPont deNemours & Co., Inc. ... 14 
OLN OLOr Gi Osles eh. Gee sess fees as 4 
Cremeralsilectric yO. 0.25566 bess es ws 12 
(eneralalViOtorey GORD ies. cs Geese 40 50 3 
Goodyear Tire & Rubber Co. ......... 29 
SU LONS OL ele Vas ok. Saves oleae’ sts 8 
Humble Oil & Refining Co. ........... 33 
International Harvester Co. .......... 19 
Intermationals Paper? Co... 220.0... 262. 22 
Jones & Laughlin Steel Corp. ........ 32 
Kennecott: Copper Corp, -. 20.4 .6....55. 23 
Liggett & Myers Tobacco Co. ......... 34 
Pan-Amer. Petrol. & Trans. Co. ....... 24 
‘Paramount-Famous-Lasky Corp. ...... 42 
Philipsetetroleum< Coy sce. ees ss 8 « 44 
ivtsbureh CoalkOos tay. eke cs 5 eee sass 4] 


Prairie Oil de Gas GOs. eee ove veces fs 35 


Total Assets 
(Million $) 
349.55 
167.98 
227.74 
158.10 
210.51 
528.138 
471.24 
138.89 
651.70 
163.63 
129.00 
131.57 
351.44 
742.06 
428.15 

1,098.48 
213.31 
552.83 
189.85 
325.58 
290.53 
201.05 
278.34 
189.40 
251.16 
156.93 
148.49 
157.95 
186.32 
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Total Assets 

Rank (Million $) 

Pures Oi) | Coge ccsss cet eons ats tote 26 231.25 
Republic Iron & Steel Co. ............ 46 137.79 
Reynolds (R. J.) Tobacco Co. ....... 43 154.44 
Dears, Roebuck: @ Cott. coms.a. aes 36 184.74 
Sinclair Consol, Oil (Corp, .sa5---e 13 367.89 
Standard Oil Co. of California........ 7 579.31 
Standard Oil Co. (Indiana) .......... if § 462.61 
Standard Oil Co. of New Jersey....... 2 1,426.60 
Standard Oil Co. of New York........ 5 678.09 
Studebaker Corpirs a-ssen ae see eee ae 48 135.88 
Switteds Co: eteces sw eaee te eee oe 17 337.21 
Texag {Corpses san Jone cure tare 20 324.81 
Union Carbide & Carbon Corp. ....... 25 249.56 
Union: Oil Cos of California 2... ems 18 333.77 
Untied: Fruit. Coa. aanee yee ae eee 31 208.28 
UsSy Rubber: Co. <acese seu ieee 16 340.00 
United States Steel Corp. ............. 1 2,433.58 
Viacuuin: Oi Co,.. 2. ae eee eee 39 158.80 
Westinghouse Electric & Mfg. Co. ..... 28 222.63 
Woolworth) (EB. > Ws) Cowes ete aaeeee 47 1375 
Youngstown Sheet & Tube Co. ....... 21 300.01 
Totals: 50 Companies (this list)........ 18,495.91 
551 Companies (total list)....... 33,718.41 


List B—50 Corporations with Largest 
Current Assets 
Current Assets 


Rank (Million $) 


Allied Chemical & Dye Corp. ........ 12 145.72 
Amer. Smelting & Refining Co. ........ 27 89.93 
American Sugar Refining Co. ........ 36 64.40 
American Tobacco’ Co, ancasese eee iy) 111.45 


American’ Woolen-Co-... sass ne eee 34 67.95 
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LIST B CONTINUED 
Current Assets 
1927 

Rank (Million $) 

Anaconda Copper Mining Co. ........ 22 107.19 
PATRI Ae UEa lo) Pomc es cs ce Ke: 8 203.20 
Atianwe Rennine: Gos ses oss. sc ce ess 45 53.27 
Bethlehem Steel Corp, ...+........... 11 148.87 
RIrVslere COIMpees irae. eo cccne seen. 42 55.66 
Corn Products Refining Co. .......... 41 57.21 
E. I. duPont deNemours & Co., Ine. ... 32 70.53 
Mastman: Kodak Co:044.. 6 nce scenes 29 “1.67 
Firestone Tire & Rubber Co. ......... 43 54.30 
MOL MVIOCOlS GO." aa ceed eoksa eee nek oe 3 439.79 
CTENEHAISECCEIIO NCO, 5 yt k a ow scares 5 271.73 
Generale Motors Corp. Se .ck cee ook ose s 4 428.69 
KTOOUTICHY (mE?) a Q hoOr he ee oe eee 30 71.04 
Goodyear Tire & Rubber Co. ......... 21 110.65 
Great A. & P. Tea Co. of America...... 25 95.65 
Great Western Sugar Co. ............ 48 51.59 
eutieOT COLD OllPareen. ces nee or es 23 101.58 
Humble Oil & Refining Co. .. 2.5... 39 58.89 
International Harvester Co. .......... 7 215.19 
Inpernational Shoe CoO: 7.si s+ secs oe © 33 68.12 
Jones & Laughlin Steel Corp. ........ 31 70.73 
Liggett & Myers Tobacco Co. ........ 17 126.76 
TALC “Cb ect Oreo hs cack es vats sis oo 65.84 
Wvrontgomery Wards OO. .cv.ess ss +s « 44 53.93 
IN AtIGNS ET CAUSC0s on. ss ccs Gla se a s.400 5 5 49 51.26 
PP AITICMOLIEOL (AAS CART cate ot aes 6 3° 18 115.09 
Procteruc. (samble’ Co. s....5 020% ses. « « 38 61.16 
Reynolds (R. J.) Tobacco Co. ........ 13 136.30 
mearee MOCDUCK Ew CO, Vise cee see ss os 24 101.58 
Sinclair Consolidated Oil Corp. ....... 47 52.59 
Standard Oil Co. of California........ 20 111.15 
Btandara.Ou Co. (indiana) =.2..... +s 10 157.55 
Standard Oil Co. of New Jersey ...... 1 615.09 
Standard Oil Co. of New York ....... 6 218.73 
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LIST B CONCLUDED 


Current Assets 


Rank (Millions $) 


Studebaker *Oorpic <u.cws a's «vais ou ctas 50 50.51 
Swittew : CoOseaccs pw cee a ee eee wine 9 201.48 
TExaS) COMP Setbans tase ccas Hee nama 14 135.14 
Union Carbide & Carbon Corp. ....... 37 63.19 
Union Oil Corot California :...<o.s.. 40 57.78 
USSSRubberiCo.. so et cere career 15 134.64 
United States Steel Corp. 22.26.0024 2 533.26 
Macuum Oil }@O.Sa2a.< wmesan eae saa 26 93.12 
Westinghouse Electric & Mfg. Co. .... 16 122.00 
Woolworth Wo ke C.Gee aoe so aera 46 53.16 
Youngstown Sheet & Tube Co. ........ 28 83.36 
Totals: 50 Companies (this list) ...... 6,679.66 

551 Companies (total list)....... 11,934.53 


List C—50 Corporations with Largest 
Invested Capital 
Invest. Capital 
Rank : Million $) 


Allied Chemical & Dye Corp. ........ 21 220.86 
AmetiGancC an’ Cos.a. ses eesiens aoe 39 146.93 
American Smelting & Refining Co. .... 29 185.64 
American Sugar Refining Co. ......... 44 136.56 
Americans Tanacc0 Coy ve...5aseeeneee 26 190.88 
American = W oelens Coge .. <. «ceo ee 46 118.28 
Anaconda Copper Mining Co. ........ 8 451.82 
Armour a Come CL) ee oc ee ee 9 417.76 
Atlantic: Refinmp Com... daceeseer nd AT 117.22 
Bethlehem Steel Corp. ............... 7 498.96 
Chile: Copperso Shteccctaes: vaste ese 39 154.50 
DodgezBros selnco a eto te 48 114.88 
E. I. duPont. deNemours & Co., Inc. ... 14 313.10 
Ford’ Motor..Go. teneteen ee eee ee 4 672.12 


General Electrics Go. ae eect tennrer eed 340.37 
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LIST C CONTINUED 


Rank 

General Motors Corp. ............... 

Goodyear Tire & Rubber Co. ......... 28 
REINO AGOPPR IO PAM ove. i stone ate tek 13 
Humble Oil & Refining Co. .......... 32 
International Harvester Co. .......... 20 
Miternational Paper Co. 2.2.0... cece es a9 
Jones & Laughlin Steel Corp. ......... 30 
Kennecott Copper Corp. o..35.6..s.5- 18 
Liggett & Myers Tobacco Co. ........ 33 
PERPIATOR OIL: On aeret.c ae nant Gee vee 50 
Pan-American Petrol. & Trans. Co. .... 23 
Paramount-Famous-Lasky Corp. ..... 38 
Phillipe, Petrolouta Ago. <4, suo ce eeas 42 
PRPR DUET C08) Oeics -o.c 9 fan tb Cents 36 
Prarie Oil Gas 00... ac Nnawes ocees 37 
ures OI Cover more soe cats eee re 27 
Reynolds (R. J.) Tobacco Co. ........ 41 
meats; hoebuek 3% Cos 056... 4.935805 34 
Sinclair Consolidated Oil Corp. ....... 11 
Standard Oil Co. of California........ 6 
Brandara: Oil Co. (Indiana )= >... ... 10 
Standard Oil Co. of New Jersey....... 2 
Standard Oil Co. of New York........ 5 
MICO DAKerPOCOM. aus tints. cak a4 sae as 49 
SAIL L064 1G ope Ay BGA EP PR a 15 
eM ASDC OT atts eis occas nae custo « staioce a8 16 
Union Carbide & Carbon Corp. ....... 25 
Mnioneo | Co: ots California. ma csi ors 43 
Ri gigeeciaee Till be (cOapa ce tar taeke og ssa 6 2h a3 31 
HDS) UEDVS) SS aCe hare eae ee aera Ly 
United States Steel Corp. ...........- 1 
Ere OC On ne acta tied Kise bose 8 8s 40 


Westinghouse Electric & Mfg. Co. ..... 22 
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Invest. Capital 
(Millions $) 
757.74 
188.17 
317.68 
178.32 
258.48 
269.75 
182.05 
270.26 
165.42 
113.73 
205.15 
146.99 
138.96 
150.54 
150.42 
188.67 
140.70 
160.39 
346.24 
551.14 
407.64 
1,297.28 
622.59 
114.52 
295.75 
293.96 
201.40 
138.35 
181.03 
293.87 
1,910.13 
144.53 
205.43 
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LIST C CONCLUDED 
Invest. Capital 


1 
Rank (Millions $) 


Woolworth Ch. Wt Coa. «sles. cee: 45 134.20 
Youngstown Sheet & Tube Co. ....... 24 201.49 
Totals: 50 Companies (this list)........ 15,402.85 

551 Companies (total list)....... 28,171.97 


List D (Summary)—37 Corporations Common 
to Lists A, B and C 


Allied Chemical & Dye Corp. 
American Smelting & Refining Co. 
American Sugar Refining Co. 
American Tobacco Co. 
Anaconda Copper Mining Co. 
Armour & Co. (Ill.). 

Atlantic Refining Co. 
Bethlehem Steel Corp. 

E. I. duPont deNemours & Co., Inc. 
Ford Motor Co. 

General Electric Co. 

General Motors Corp. 
Goodyear Tire & Rubber Co. 
Gulf Oil Corp. of Pa. 

Humble Oil & Refining Co. 
International Harvester Co. 
Jones & Laughlin Steel Corp. 
Liggett & Myers Tobacco Co. 
Prairie Oil & Gas Co. 
Reynolds (R. J.) Tobacco Co. 
Sears, Roebuck & Co. 

Sinclair Consolidated Oil Corp. 
Standard Oil Co. of California 
Standard Oil Co. (Indiana) 
Standard Oil Co. of New Jersey. 
Standard Oil Co. of New York. 
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LIST D CONCLUDED 
Studebaker Corp. 
Swift & Co. 
Texas Corp. 
Union Carbide & Carbon Corp. 
Union Oil Co. of California. 
U. S. Rubber Co. 
United States Steel Corp. 
Vacuum Oil Co. 
Westinghouse Electric & Mfg. Co. 
Woolworth (F. W.) Co. 
Youngstown Sheet & Tube Co. 


Memorandum 


List D contains the names of America’s largest indus- 
trial concerns, in so far as measurement is made either 
on the basis of total assets, current assets, or invested 
capital. The only other possible umt of measurement 
would be gross annual business, and this would be an 
impractical test for the reason that so small a number of 
corporations report this important item. It appeals to us 
as probable, however, that a test on the basis of annual 
gross would not give results materially different from 
those set forth in List D. 

The Ford Motor Co., having been classified among the 
largest, must be omitted from further consideration, be- 
cause it does not make public an intelligible balance 
sheet and publishes no income account whatsoever. 
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II—INDUSTRIAL CORPORATIONS POS- 
SESSING GREATEST CURRENT 


WEALTH 


List E—50 Corporations with Largest Working 


Capital 


(I. e., with greatest excess of current assets over 


current liabilities.) 


Rank 
Allied Chemical & Dye Corp. ......... 9 
American Locomotive Co. ........... 40 
American Smelting & Refining Co. .... 26 
American Sugar Refining Co. ......... 34 
Ameri¢at: + Obeced CO .. =. os ak ee eee 13 
American; Woolent Co; <5. 5 cere en 30 
Anaconda Copper Mining Co. ........ 24 
Armour sé Coste aso, eee eee 8 
Atlantica Refining Col Ae.ee. sce eee aad 
Bethiehem*Steell Corp. 3. ..« oss «monau a 
COHEV SLO Pa COLE) Wy. om Osean @ aera einen 48 
Corn Products Refining: Co. 2.3.5... 38 
Bearer who. ak. os Se oan oe 45 
E. I. duPont deNemours & Co., Inc..... 29 
Hacimane Kodak Con oo. swe ceon ceeeies 35 
Firestone Tire & Rubber Co. .......... 43 
General “Hlectric! Co. 25.5 oe ccucen cele aa 
General’ Motorsz@orp. .... hace sarees 3 
Goodrich *(Raikois Go. tea eee 33 
Goodyear Tire & Rubber Co. ......... 19 
Great A. & P. Tea Co. of America .... 27 
Gull Ol Corpoter age eer race ate 20 
Humble Oil & Refining Co. ........... 42 
International Harvester Co. .......... 5 
International Shoe Co. ............%. 28 


Working Cap. 
1927 
(Million $) 
133.08 
48.39 
71.55 
57.67 
108.77 
61.59 
77.26 
148.97 
44.02 
(9.40 
42.38 
50.98 
43.32 
61.66 
55.07 
46.92 
238.59 
269.32 
58.88 
95.65 
67.37 
82.05 
47.36 
183.63 
61.88 
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LIST E CONCLUDED 


Rank 
Jones & Laughlin Steel Corp. ......... 32 
Kennecott Copper Corp. ............. 49 
Liggett & Myers Tobacco Co. ......... 12 
Cag Gk CPG IS, UES 0 10 Sou. eee ra 31 
Montgomery “Ward. & Co. i... ..4s...0. 46 
act MOORS) COPD... «6. as ces ee wns 50 
IN Atrio IsCRULCOS ro. % cans e's cae sce 47 
1S Coo ba Ok Oe aie ee ar ae 
PVOCLeT: Gatgam ple’ C0. «0.0 oes 5s oe so 36 
Reynolds( R. J.) Tobacco Co. ........ 10 
Sears ROCDUCK OO, Fock esedlnes ao cs 22 
Standard Oil Co. of California:....... af 
Brandsera. Ov Co. (indiana). 5:5 .. 4 a5 16 
Standard Oil Co. of New Jersey ....... ii 
Standard Oil Co. of New York ........ 6 
ROME ey COM ae oa ois siete cites viens. Ok, 7 
Miner ace (OOP Dale che fers cle» sake hee e ane 15 
Union Carbide & Carbon Corp. ....... 37 
inane Go, of California... ....-. . 4! 41 
LIES BEI DCl me Or si street eo' niocee es 18 
United States Steel Corp. ............ 2 
VPS EUIVITINE Ot gO. Aa ctciels oo a alers aes «4 commence PRI 
Westinghouse Electric & Mfg. Co. ..... 14 
WOUOE UN ea ya) rOre.. csictsc le wines © 39 
Youngstown Sheet & Tube Co. ........ 25 


Totals: 50 Companies (this list)........ 
551 Companies (total list)....... 
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Working Cap. 
(Million $) 
61.02 
40.99 
112.10 
61.32 
42.98 
40.61 
42.86 
ake’ 
52.36 
124.46 
80.27 
101.07 
102.58 
516.39 
177.30 
172.51 
105.20 
51.51 
48.13 
98.89 
424.34 
81.35 
106.95 
49.72 
73.10 
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List F—51 Corporations with Greatest Amount 


of Cash 
Cash 
1927 

Rank (Million $) 
Allied Chemical & Dye Corp .......... a 102.07 
American Locomotive Co. ..........--. 12 37.10 
American Railway Express Co. ....... 23 28.83 
American Smelting & Refining Co. .... 13 35.38 
American Sugar Refining Co. ........ 28 20.57 
Anaconda Copper Mining Co. ........ 41 18.06 
Armour*@. Co.) Ute eer tee to ae a 31 19.93 
Bethlehem Steel Corp. ...-......+..:. 7 47.80 
Borden: Co.: fescerce cote acee eats 27 20.90 
Burroughs Adding Machine Co. ....... *50 15.80 
Chrysler :Corp.. 7 has one aaemmece ne 16 32.64 
Corn: Products Refining Con... 42-2. 10 40.84 
Dodge Bross ne} ee a oe eee 35 19.25 
E. I. duPont deNemours & Co., Inc. ... 17 32.60 
HastmaneKodalk¢@da syste oe 18 32.41 
Hleischniann (Co... 0. Se ue 24 25.23 
General, Electrié: Co* ... tn ee ee + 153.76 
GeneraleMotors Corp, «.00s0s aes 1 208.18 
Goodyear Tire & Rubber Co. ......... y5) 24.01 
Great A. & P. Tea Co. of America...... 20 31.12 
Guif Oil Corn. ole Pong ons cee aes 46 16.88 
International Harvester Co. .......... 9 42.15 
InternationaliShoe Co... .. vse urea 49 16.13 
Jones & Laughlin Steel Corp. ........ 14 33.58 
Kennecott: Gopper:Corps ... 2... os sees 37 18.29 
Liggett & Myers Tobacco Co. ........ 32 19.87 
Marland: O01 Gian sernt cre vere 36 18.36 
Nash< Motors: Covent etre ee 8 42.27 
National Biscuiti€ oa. .sase oe eee 26 20.59 
Packard Motor. Car-@o2..e. 6 ne ee 44 17.29 
Phillips Petroleumm@ore.. eer 48 16.26 


Radio Corp. ol Ameticg = ae 38 18.28 
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LIST F CONCLUDED 
Cash 


Rank (Million $) 

Reynolds (R. J.) Tobacco Co. ....... *50 15.80 
Oars ROCDUCK A (COM acs io. eeu oves 11 40.20 
Standard Oil Co. of California......... 23 26.59 
Standard Oil Co. (Indiana)........... 6 86.87 
Standard Oil Co. of New Jersey........ 3 169.76 
Standard Oil Co. of New York....,.... 45 1,.04 
Dine DAKereGOrieu: «>. ccs... +) aston 42 17.49 
ivi Cm (OMAR eo crn e lec tie aya es ise 34 19.42 
PUOKASECOOTU MEAs i sc is t cee ois 233 eee Sige 40 18.11 
Timken Roller Bearing Co. .......... 43 17.40 
Union Carbide & Carbon Corp. ....... 47 16.27 
Union, Ou Coot Californias... aa. 502 39 18.21 
United Cigar Stores Co. of America.... 30 19.95 
LOSE 7000) Sil bil, og pees eee re 21 31.07 
United States Steel Corp. ............ 2 180.93 
CUI IT Ores he tae tater ces Sha sates 19 32.10 
Westinghouse Air Brake Co. ......... a3 19.68 
Westinghouse Electric & Mfg. Co. .... 15 32.97 
Woolmorth: (BW) (Coss. ck out coinn es 29 20.42 
Totals: 51 Companies (this list)........ 2,028.23 
551 Companies (total list)....... 3,603.53 


*Two companies with the same amount of cash ranked number 50 on this 
list; therefore, both were include 


List G—36 Corporations Common to 
Lists E and F 


Allied Chemical & Dye Corp. 
American Locomotive Co. 
American Smelting & Refining Co. 
American Sugar Refining Co. 
Anaconda Copper Mining Co. 
Armour & Co. (IIl.). 

Bethlehem Steel Corp. 
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LIST G CONCLUDED 
Chrysler Corp. 
Corn Products Refining Co. 
E. I. duPont deNemours & Co., Inc. 
Eastman Kodak Co. 
General Electric Co. 
General Motors Corp. 
Goodyear Tire & Rubber Co. 
Great A. & P. Tea Co. of America. 
Gulf Oil Corp. of Pa. 
International Harvester Co. 
International Shoe Co. 
Jones & Laughlin Steel Co. 
Kennecott Copper Corp. 
Liggett & Myers Tobacco Co. 
Nash Motors Co. 
Reynolds (R. J.) Tobacco Co. 
Sears, Roebuck & Co. 
Standard Oil Co. of California. 
Standard Oil Co. (Indiana). 
Standard Oil Co. of New Jersey. 
Standard Oil Co. of New York. 
Swift & Co. 
Texas Corp. 
Union Carbide & Carbon Corp. 
Union Oil Co. of California. 
United States Steel Corp. 
Vacuum Oil Co. 
Westinghouse Electric & Mfg. Co. 
Woolworth (F. W.) Co. 
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List H (Summary)—28 Corporations Common to 
Lists D (Largest) and G (Greatest 
Current Wealth) 
Allied Chemical & Dye Corp. 
American Smelting & Refining Co. 
American Sugar Refining Co. 
Anaconda Copper Mining Co. 
Armour & Co. (Ill.). 
Bethlehem Steel Corp. 
EK. I. duPont deNemours & Co., Inc. 
General Electric Co. 
General Motors Corp. 
Goodyear Tire & Rubber Co. 
Gulf Oil Corp. of Pa. 
International Harvester Co. 
Jones & Laughlin Steel Corp. 
Liggett & Myers Tobacco Co. 
Reynolds (R. J.) Tobacco Co. 
Sears, Roebuck & Co. 
Standard Oil Co. of California. 
Standard Oil Co. (Indiana). 
Standard Oil Co. of New Jersey. 
Standard Oil Co. of New York. 
Swift & Co. 
Texas Corp. 
Union Carbide & Carbon Corp. 
Union Oil Co. of California. 
United States Steel Corp. 
Vacuum Oil Co. 
Westinghouse Electric & Mfg. Co. 
Woolworth (F. W.) Co. 


Memorandum 


List G, being a composite of Lists E and F, reports the 
names of those corporations which have Bot the largest 
working capital and the largest cash. In other words, 
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they possess the greatest amount of current wealth. For 
brevity, they may be referred to as the WEALTHIEST 1n- 
dustrial concerns. 


List H, being a composite of Lists D and G, reports the 
names of those concerns which by three separate tests 
were selected as the largest, and which at the same time, 
by two separate tests, were selected as possessing the 
greatest current wealth. List H, in other words, reports 
the names of the LARGEST AND WEALTHIEST industrial 
corporations in this country. 


III—INDUSTRIAL CORPORATIONS WITH 
LARGEST EARNINGS 


List I—50 Corporations with Largest Net Profit 


Net Profit 
1927 

Rank (Million $) 
Allied Chemical & Dye Corp. ........ 16 $24.59 
Americany Gan Co. «chou te ace 47 13.06 
American Smelting & Refining Co. .... 28 1.99 
American. | obacto Cow. 2c. eae: 18 23.31 
Anaconda Copper Mining Co. ........ 17 #2300 
Bethlehem: SteeliCorp. s. “... 4.5 ses i) 27.29 
Chiles Coppers CGs0 0 caste nner +t *13.45 
Chivyslens Cor niataton coe cain enter 23 19.68 
Curtigreublishing-Cos.....6 tence emma 32 Liat 
Dodge: Broglie ucts ke eee are 45 13.44 
E. I. duPont deNemours & Co., Inc..... 5 46.04 
Bastmans Wodake€ ospeae.ael ee eee 22 20.14 
Firestone Tire & Rubber Co. ......... 41 14.45 
Hleischmants. © Onmeaeia e ea tear ere 26 18.86 
General: Wlecirics CO.seaae tee ee 4 49.08 
General Motors: Corpus. +: eee eee 1 23000 
Gillette Safety Razor’ Co. ..2.5........ 40 14.58 
Goodrich (BAH S68 Gone 37 15.71 


Goodyear Tire & Rubber Co. ......... 20 19.59 
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LIST I CONCLUDED 


Rank 

Great A. & P. Tea Co. of America..... 21 
SlsOiiWorp sot | Pasne. kect la < Sees s 30 
Budcons NG Ware Go: «sce ccs cave 43 
International Harvester Co. .......... 14 
International: Shoe: Gow <3%.6...5 62%... 29 
Kennecott Copper Corp. ............. 10 
INTeRPOR( GO MOE” Sehik fate nos cuss s 42 
Liggett & Myers Tobacco Co. ........ 21 
Montgomery Ward & Co. ............ 46 
PN AVLOGOTS IO. on @rs is esis Soe ones 19 
ational eB iscumieGo, oo. ¢ 50 eds ees 35 
Pan-American Petrol. & Trans. Co. .... 31 
Paramount-Famous-*Lasky Corp. .... 50 
erp ecer-oc ram vle OO. 6 nd Soe aime 38 
Reynolds (R: J.) Tobacco Co. i....... 9 
Weare HOcoUcK ae CO. 2.6 desdtecsa rats 15 
Sinclair Consolidated Oil Corp. ...... 48 
Standard Oil Co. of California........ 6 
mpeancdard Ol-Co.. (Indiana), .. 25% 2.2. 8 
Standard Oil Co. of New Jersey....... 3 
Standard Oil Co. of New York......... 33 
SSAA LUC MOO MO ae ct eo ss ace oie 36 
OS ACEC OF Dee Sle ios Mo os pau awe 20 
Union Carbide & Carbon Corp. ....... 12 
Ibe TUL eh lO) a. oss os arate 6s 4 9% 24 
We DDersC Om. 0a. et gees ss 49 
United States Steel Corp. ............ 2 
RU PEOPLE GOs. sce sc we wiih ace < » 39 
VIA GAINTIRO RO Gauss unas 5 Gioia aiacees oe 13 
Westinghouse Electric & Mfg. Co. ..... 34 
VVGONWOE Uae Meee Wy lan. GO. ene sepeerric es « 7 
Totals: 50 Companies (this list)....... 
551 Companies (total list)...... 


* Company reported net profit before depletion. 
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Net Profit 
(Million $) 
18.41 
17.54 
14.28 
25.07 
17.70 
*28.64 
14.34 
20.46 
13.18 
22.67 
16.28 
17.36 
12.50 
15.01 
29.08 
25.02 
12.98 
40.21 
$30.13 
58.26 
17.15 
15.82 
20.61 
26.54 
19.62 
12.54 
105.97 
*14.59 
25.56 
17.14 
35.52 
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List J—50 Corporations with Largest Net Income 


Net Income 


Rank (Million $) 


Allied Chemical & Dye Corp. ........ 15 24.59 
Americaty Can.@ow .s ea radease stearate es 4] 13.06 
American Radiator Cos. cts Jase. ee 49 11.49 
American Smelting & Refining Co. .... 31 15.48 
Aroerican? Lopacce. CO setsce aoa ee 16 23.26 
Bethlehem Steel. Corp. .2 29 .20.0. o. 35% 29 15.83 
Ghrysler: Corpaet encase. 0 eon eee 21 19.49 
Consol. Mining & Smelting Co., Ltd. .. 47 11.75 
Com =>Producis: Refining “Cots... .s.0s-. 46 1151 
Curtisy Publishines Cocca 2 tea ee 26 W227 
E. I. duPont deNemours & Co., Inc. ... 4 45.95 
Eastman. Kodak] Co. caves coemer nea 18 20.14 
Firestone Tire & Rubber Co. ......... oF 13.72 
Fleischmann OG. ws Miss anne oe seein 22 18.86 
General Eléctrie-Coneee ee ee eee ee ee 3 48.80 
Generale Motore: Corn: 2... estes ee 1 235.11 
Gillette Safety Razor Co. ............ 34 14.58 
Goodrien (be hire CO! unc tatut peareee 42 12.78 
Goodyear, Tire:& Rubber Co; ...2:.... 39 13.14 
Great. A. & P. Tea Co. of America..... 24 18.41 
Culms Corp Ole’ ss ac.at men geen 38 13.71 
Hudsone MotoreC at Co... .c.s aceon 30 14.28 
International Harvester Co. .......... 14 24.75 
Internationaljsnoe: Cos: ....6..t.k ae 25 17.70 
Kennecott: GappeteCorp) wis. ose sakes 10 *23.13 
KrresveA(S: Suis GOteec ads ae cin calorie tees 36 13.98 
Liggett & Myers Tobacco Co. ........ 23 18.74 
Montgomery Ward & Co. ............ 40 13.13 
Nash: Motors CGres.. cas ane ee es 22.67 
National Bisetiti Cos. een sesame eee 28 16.28 
Packard Motors Cars Go... eae ae 48 11.74 


Pan-American Petrol. & Trans. Co. ... 27 16.91 
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LIST J CONCLUDED 


Rank 
Procter cra gaimiple Oe oc oo ce cs st es 32 
Reynolds (R. J.) Tobacco Co. ........ 9 
SPEEA LL OC DUDE G Ua. ou os bv hs oak acet 13 
Standard Oil Co. of California........ 6 
Standard Oil Co. (Indiana) .......... 8 
Standard Oil Co. of New Jersey ...... 5 
Standard Oil Co. of New York ....... 50 
Erle DAK eta CPD aie co neve wa oo a 45 
SIUM CEOS Mitte Seta irtcy ahieis Sahrcne 43 
WeSAse OTD ME tick Otis > «08 aetna 19 
mexasiGultisuphur Co; 56. <eant os airs 44 
Union Carbide & Carbon Corp. ....... 12 
Aenean Tuite OO 4 40. cs eae ant 20 
United States Steel Corp. ............ 2 
COD POLEOONE. oi tas nc saa eee ted 33 
Reecerri rie Ue CGO. ce, cad care vin fous ears 11 
Westinghouse Electric & Mfg. Co. ..... 30 
Wvoormortn (Bs Wa)) Coe 2 oves 55 ene oe 7, 


Totals: 50 Companies (this list)....... 
551 Companies (total list)....... 


* Company reported net income before depletion. 
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Net Income 
(Million $) 
15.01 
29.08 
25.02 
40.21 
*30.13 
40.42 
11.41 
11.94 
12.20 
20.08 
*12.10 
25.34 
19.62 
87.90 
*14.59 
25.56 
15.64 
35.35 


List K—44 Corporations Common to 


Lists I and J 


Allied Chemical & Dye Corp. 
American Can Co. 

American Smelting & Refining Co. 
American Tobacco Co. 

Bethlehem Steel Corp. 

Chrysler Corp. 

Curtis Publishing Co. 

E. I. duPont deNemours & Co., Ine. 
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LIST K CONCLUDED 
Eastman Kodak Co. 
Firestone Tire & Rubber Co. 
Fleischmann Co. 
General Electric Co. 
General Motors Corp. 
Gillette Safety Razor Co. 
Goodrich (B. F.) & Co. 
Goodyear Tire & Rubber Co. 
Great A. & P. Tea Co. of America 
Gulf Oil Corp. of Pa. 
Hudson Motor Car Co. 
International Harvester Co. 
International Shoe Co. 
Kennecott Copper Corp. 
Kresge (S. 8.) Co. 
Liggett & Myers Tobacco Co. 
Montgomery Ward & Co. 
Nash Motors Co. 
National Biscuit Co. 
Pan-American Petroleum & Trans. Co. 
Procter & Gamble Co. 
Reynolds (R. J.) Tobacco Co. 
Sears, Roebuck & Co. 
Standard Oil Co. of California 
Standard Oil Co. (Indiana). 
Standard Oil Co. of New Jersey. 
Standard Oil Co. of New York. 
Swift & Co. 
Texas Corp. 
Union Carbide & Carbon Corp. 
United Fruit Co. 
United States Steel Corp. 
Utah Copper Co. 
Vacuum Oil Co. 
Westinghouse Electric & Mfg. Co. 
Woolworth (F. W.) Co. 
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List L (Summary)—23 Corporations Common to 


Lists H and K 


Allied Chemical & Dye Corp. 
American Smelting & Refining Co. 
Bethlehem Steel Corp. 

E. I. duPont deNemours & Co., Inc. 
General Electric Co. 

General Motors Corp. 

Goodyear Tire & Rubber Co. 
Gulf Oil Corp. of Pa. 
International Harvester Co. 
Liggett & Myers Tobacco Co. 
Reynolds (R. J.) Tobacco Co. 
Sears, Roebuck & Co. 

Standard Oil Co. of California 
Standard Oil Co. (Indiana). 
Standard Oil Co. of New Jersey. 
Standard Oil Co. of New York. 
Swift & Co. 

Texas Corp. 

Union Carbide & Carbon Corp. 
United States Steel Corp. 
Vacuum Oil Co. 

Westinghouse Electric & Mfg. Co. 
Woolworth (F. W.) Co. 


Memorandum 


List K reports the corporations which, judged on the 
basis of either net profit or net income, had the largest 
earnings in 1927. (Net income, it will be recalled, 1s 


equivalent to net profit minus fixed charges.) 


List L, a composite of a number of preceding lists, re- 
ports the 23 corporations which, according to the tests 
that have been applied, were at the same time the LAaRG- 
EST, WEALTHIEST and possessed the GREATEST EARNING 


POWER. 
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IV—INDUSTRIAL CORPORATIONS WITH 
LARGEST PAYMENTS TO SECURITY 


OWNERS—“THE FIFTY CLUB” 


List M—50 Corporations with Largest Total 


Payments to Their Security Owners 


Rank 
Allied Chemical & Dye Corp. ......... 20 
American Locomotive Co. ............ 50 
American Smelting & Refining Co. .... 35 
American Tobacco Go, .. 2. cass ess 15 
Anaconda Copper Mining Co. ........ a7 
Armour dom CLI ere een ere 13 
Bethlehem Steel Corp: (o-5. <2. 16 
@hiler Coppers Coin. > ons se antec 27 
Chryster Corpo. ,).s ses ace ones aeons 42 
Corn: Products Refining Co. .....<.<. 48 
Cartie Pablishine Com aes sean ee 22 
Dodges Brosics Ine. pee area ae 47 
E. I. duPont deNemours & Co., Inc. ... 4 
acumian Oa OOS. «ot cakes cea sree ae 18 
Pileieelinaniny (O.21eercs.4 «gee ce eee hare ae 19 
Grenerals BleGtric- Co. <ccequen aad e-wak eke a 
Generalinlouots: Corp ten... cerca cme ia 
Gillette Safety Razor Co. ............ 43 
Goodyear Tire & Rubber Co. ........ 30 
Gulf Oil GormmotsPa cesta. 39 
International Harvester Co. ........ 32 
International Paper Cowie acc sess cor 37 
Kennecott (Copper Gamecewecre canteen 10 
Liggett & Myers Tobacco Co. ......... 28 
Nash | Mototes:Coveren. neeeas ones: 26 
National Biscuits owe amen ee nee 23 


Pan-American Petrol. & Trans. Co.... 24 
Paramount-Famous-Lasky Corp. ..... 46 


Payments 
1927 
(Million $) 
$15.82 

8.86 
10.89 
18.83 
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Payments 

Rank (Milton $) 

Broceer, Gamble: Goon sk cs sea ee 33 $11.09 
Reynolds (R. J.) Tobacco Co. ........ 9 26.00 
Beare Oepuch GO WO5 toon. cna cee nce 38 10.50 
min¢lair Consol: Oil Corn. $023k. saat 49 8.95 
Standard Oil Co. of California........ 6 33.06 
Standard Oil Co. (indiana)... os... .<5 8 Send 
Standard Oil Co. of New Jersey....... 3 56.41 
Standard Oil Co. of New York........ i 32.93 
pruaedaker. Corpses sac so > Mek Ae 44 9.90 
OO aieriawe 2h ss koe eee 21 15.62 
ACCU ac OST gO eee Ia, ER Mee le 12 21.76 
PUEKAS gills all piure0, «2+ a0 endo 40 10.16 
Union Carbide & Carbon Corp. ....... 17 17.16 
Union’ Oil Co_of California... 0.0.20. 36 10.74 
Meee PUNO ak Syeiels Se hate aes ore sw ae 25 13.75 
AO EEN DETVCOG, crete ne aaa a oa oe ee aul 11.52 
United States Steel Corp. <.......2... 2 93.10 
Seat CON DER COs eet Mar eee ies oe ne 45 9.75 
NI ACUUNIUOM COM see cote cle tain eae fhe ates 29 12.56 
Westinghouse Electric & Mfg. Co. ..... 34 10.98 
Woolworth (F. W:) Co: 2/053. <.9504% 14 19.67 
Youngstown Sheet & Tube Co. ....... 4] 10.06 
Totals: 50 Companies (this list) .... 1,047.88 
551 Companies (total list).... 1,918.61 


List N—42 Corporations Common to 
Lists I and M 
(List I, it will be recalled, reports the 50 concerns which 
had the largest net profit last year.) 
Allied Chemical & Dye Corp. 
American Smelting & Refining Co. 
American Tobacco Co. 
Anaconda Copper Mining Co. 
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LIST N CONTINUED 
Bethlehem Steel Corp. 
Chile Copper Co. 
Chrysler Corp. 
Curtis Publishing Co. 
Dodge Bros., Inc. 
E. I. duPont deNemours & Co., Ine. 
Eastman Kodak Co. 
Fleischmann Co. 
General Electric Co. 
General Motors Corp. 
Gillette Safety Razor Co. 
Goodyear Tire & Rubber Co. 
Gulf Oil Corp. of Pa. 
International Harvester Co. 
Kennecott Copper Co. 
Liggett & Myers Tobacco Co. 
Nash Motors Co. 
National Biscuit Co. 
Pan-American Petroleum & Trans. Co. 
Paramount-Famous-Lasky Corp. 
Procter & Gamble Co. 
Reynolds (R. J.) Tobacco Co. 
Sears, Roebuck & Co. 
Sinclair Consolidated Oil Corp. 
Standard Oil Co. of California. 
Standard Oil Co. (Indiana). 
Standard Oil Co. of New Jersey. 
Standard Oil Co. of New York. 
Swift & Co. 
Texas Corp. 
Union Carbide & Carbon Corp. 
United Fruit Co. 
U.S. Rubber Co. 
United States Steel Corp. 
Utah Copper Co. 
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LIST N CONCLUDED 
Vacuum Oil Co. 
Westinghouse Electric & Mfg. Co. 
Woolworth (F. W.) Co. 


List O (Summary)—24 Corporations Common to 
Lists H and N—“The 1927 Fifty Club.” 


Allied Chemical & Dye Corp. 
American Smelting & Refining Co. 
Anaconda Copper Mining Co. 
Bethlehem Steel Corp. 

E. I. duPont de Nemours & Co. 
General Electric Co. 

General Motors Corp. 

Goodyear Tire & Rubber Co. 
Gulf Oil Corp. of Pa. 
International Harvester Co. 
Liggett & Myers Tobacco Co. 
Reynolds (R. J.) Tobacco Co. 
Sears, Roebuck & Co. 

Standard Oil Co. of California. 
Standard Oil Co. (Indiana). 
Standard Oil Co. of New Jersey. 
Standard Oil Co. of New York. 
Swift & Co. 

Texas Corp. 

Union Carbide & Carbon Corp. 
United States Steel Corp. 
Vacuum Oil Co. 

Westinghouse Electric & Mfg. Co. 
Woolworth (F. W.) & Co. 


Memorandum 


List O is the culmination of all preceding basic tables. 
It contains the names of the corporations which are 
common to all preceding summary lists, except List K, 
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which reported the concerns that had both the largest 
net profit and the largest net income. It was necessary 
to omit List K from consideration in Table IV because 
this table deals with roTaL payments to security owners. 
It would have been proper to have included List K in 
the cumulative list immediately above only in the event 
that, in Table IV, we had been considering merely divi- 
dend payments—rather than dividend payments plus 
interest payment to bondholders. 

List O, in other words, reports the names of the 
corporations which, according to the tests that we ap- 
plied, were the LARGEST, WEALTHIEST, EARNED THE 
GREATEST NET PROFIT AND MADE THE LARGEST PAYMENTS 
TO THEIR SECURITY OWNERS. 

If there is any meaning at all in the term “The Fifty 
Club” which has been good-humoredly suggested, it must 
be applied to this list—America’s premier industrial con- 
cerns which emerge from various lists of 50 and which, 
on the basis of the MAGNITUDE of their property, their 
readily convertible wealth, their earning power, and their 
disbursements to their stock and bond holders, are the 
select of the select. 


Common Stock Values 


A supplementary series of calculations has been made, 
showing how those who have held the common stocks of 
“The 1927 Fifty Club” over the past 10 years have 
fared. For this supplementary tabulation it was neces- 
sary to omit Allied Chemical, Goodyear, Gulf Oil, and 
Union Carbide, because their complete records are not 
available back as far as 1918. 

The holder of one share of common stock of each of 
the other 20 corporations on the list at the beginning of 
1918 would hold 182.57 shares at present, without in- 
vesting one cent of additional capital. He would have 
only accepted the stock dividends that fell into his lap, 
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and have converted the monetary value of his rights into 
additional common stock. 

His 20 shares of original stock at the beginning of 
1918 would have cost him $3,979. Their equivalent 
current market value (as of November 1, 1928) is 
$19,895, or an increase of 400 per cent. The market 
value of all stocks on the New York Stock Exchange, as 
reflected by the generally used indexes, has increased 
only about 215 per cent since the beginning of 1918. 


V—INDUSTRIALS WITH LARGEST EARN- 
INGS ON INVESTED CAPITAL 


List P—50 Corporations with Highest Percentage 
Earnings on Invested Capital 


% Earned 

on Invest. 

Rank Cap. 1927 

BIOG Cs d ae O aeea a crar ra i 24 27.70% 
Burroughs Adding Machine Co. ...... 42 21.67 
Canada Dry Ginger Ale, Inc. ........ 4 57.80 
Caterpillar Tractor Co0l .. e629 +45 .< 28 26.60 
Cerro de Pasco Copper Corp. ........ 6 54.60 
BSC OF a ieiacn gs eaie aide e wale ce 0 hove, 6 20 29.36 
Pa CIP OOM. wate vce oak be cain eee 37 23.40 
COCO O AE OON Mae 5 2 ticked owe sine clases 31 26.21 
Commercial Solvents Corp. .......... 30 26.40 
Geoneresss Giver: COW. was cues sie oe teats 12 40.64 
Consol. Mining & Smelt. Co., Ltd. ... 9 45.30 
OTE. VAEVCE, a a we ign MOR Ea gee eS 3 60.40 
Cariserubitshing sCon%. .2 sons < s- 7 54.25 
Electric Auto-Lite: Co. 2.... 50.5055 ial 41.30 
Eureka Vacuum Cleaner Co. ........ 21 28.54 
Hvans Auv0 LoadiMne Co. G05. owe. 23 28.07 
Fanny Farmer Candy Shops, Inc. .... 47 21.13 
PEN SeIIMAII sia metrics cine sata «. 6 15 36.80 


Nera hava (Clon tna oes Dee ee oe 33 25.60 
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Rank 
Freeport) Lexass Co iee acta ccantey itil 26 
Gabriel Snubber Mfg. Co. .......... 10 
General’ Bakine:Corpa\, .sccasas oot 27 
General Motors’ Corps. ..cig oe «ans 19 
Gillette Safety Razor Co. .........-. 17 
Gold: Dust: Corp. @.). 23 se cn ca dae re aie 25 
Gotham Silk Hosiery Co. ........... 48 
Grant? (Ws 1) (Gos ares ae ee ee 41 
Great A. & P. Tea Co. of America.... 43 
Great Lakes Dredge & Dock Co. ..... 40 
HeclayMining Come ssn te ee 13 
Hollander (A) & Son, Inc. .......... 45 
Jewels Tea Co. 35 Sc. das oot eee 22 
Kroger Grocery & Baking Co. ....... 36 
Lambert. Cos 2265.00 ose so mee 1 
Life Savers: Inc. ethane oeeeenes 14 
Maytar: Coe 22 sescuts ce. eRe ee 5 
Melville Shoe: Corp..c5. s+ saa 35 
Montgomery Ward & Co. ...c2..<.55 46 
INdshe Motors: Cos .vc. <a wana ee 8 
Packard, Motor. Car: Cod . cap ase cen 39 
PennevatraG. sO. «asa secieieeieete 32 
Postune, Gore es far, u5. << ele wreete e 16 
Prattca. eambert. nc. .4% 1. cee 44 
Radio. Corp.soicAmerica,.... aes 38 
Schulte: Retailestoresi7..wcus 0s cee 49 
Stewart-Warner Speedometer Corp. .. 50 
Texas: Gull -Sulonur Cay... o5, eee 2 
Timken Roller Bearing Co. .......... 18 
Woolworth (i. "Wal Co... 50 eee 29 
Wrigley. (Wiis reo. ae eee ee 34 

Averages: 
50 Companies (this list)....... 
551 Companies (total list) ...... 


% Earned 
on Invest. 
Cap. 1927 


27.20% 
42.90 
26.89 
31.00 
33.31 
27.27 
21.10 
22.31 
21.65 
22.40 
39.30 
21.40 
28.20 
23.72 
181.10 
37.75 
57.20 
24.29 
21.22 
47.60 
23.00 
25.61 
36.50 
21.60 
23.24 
20.81 
20.79 
70.00 
32.30 
26.48 
25.48 


30.31% 
8.98% 
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List Q—9 Corporations Common to Lists I and P 


(List I shows 50 concerns with greatest net profit, on 
a dollar basis.) 
Chrysler Corp. 
Curtis Publishing Co. 
Fleischmann Co. 
General Motors Corp. 
Gillette Safety Razor Co. 
Great A. & P. Tea Co. of America. 
Montgomery Ward & Co. 
Nash Motors Co. 
Woolworth (F. W.) Co. 


Memorandum 


It will be observed that in Table V the basis of con- 
sideration is quite different from that of the preceding 
tables. In the preceding ones, only magnitude of prop- 
erty, wealth, earnings, and payments was considered. In 
the present table, the percentage of earnings in relation 
to invested cayital is taken into account. 

It is extremely interesting to note that only 9 concerns 
which appeared on the list of 50 with the greatest mag- 
mitude of net profit appeared also on the list that showed 
the highest PERCENTAGE earnings. The two ideas should 
not be confused. The first has reference to magnitude 
in terms of dollars; the second has reference alone to the 
relationship between earnings and invested capital. 


In.a Class by Themselves 


Of the total of 122 different corporations 
which have been named one or more times in the 
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preceding 17 lists, only 2 are common to all lists. 
They are: 


GENERAL Morors Corp. 
WootwortH (F. W.) Co. 


Not only do these two concerns take their 
places among those that are the largest, that are 
the wealthiest, that have the largest dollar earn- 
ings, and that make the largest disbursements 
to their security owners, but they further take 
their places on the list of those concerns that 
have the largest percentage earnings on their in- 
vested capital. 

This is a rare distinction. If the corporation 
“Fifty Club” is composed of those concerns 
which meet all tests on the basis of magnitude, 
it will assuredly be necessary to inaugurate some 
sort of inner circle for General Motors and 
Woolworth, which meet a still further test. 

And as these various lists are brought up to 
date with the release of new annual data in the 
future, it will be of transcending interest to ob- 
serve whether General Motors and Woolworth 
hold their places of unique distinction, and also 
what new candidates present themselves for ad- 
mission to this swperlatively select group. 


CHAPTER XVI 


FROM AN AEROPLANE 


In THIS concluding chapter no attempt will 
be made at a detailed summarization of the data 
which have been previously presented. The 
whole of the foregoing study was in more or 
less summary form, and an effort to summarize 
again would result in nothing more than restate- 
ment. 

Rather, the present purpose is to take a bird’s- 
eye, or aeroplane, view of the data as a whole, 
and thus looking at them in panorama, to de- 
velop certain pertinent facts which either have 
not been touched upon at all or may have been 
dealt with rather too briefly. 

Especially are there three aspects of the study 
which appear to justify enlarged discussion: (a) 
the basic factors which have influenced or 
shaped the presented data; (b) their adequacy, 
their fallibility, and their confusion; (c) the in- 
terest of security owners and various other 
groups in the adequacy and reliability of data of 
this type. These particular phases of the prob- 
lem will be considered in the order named. Also, 
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following certain further lamentations relative 
to the character of the average corporation 
statement, we shall present what, in our opinion, 
is the “ideal” form for such a statement. 


Basic Factors Which Have Influenced the Data. 
—In the preceding pages our mathematical data 
reported that some corporations are rich and 
others poor; some return high earnings and some 
low earnings or deficits; some make large pay- 
ments to their security holders and others make 
small payments or none; some have adequate 
working capital and others inadequate; some 
are physically big and strong and others are 
feeble, etc., ete. 

It is inevitable that one should question why, 
and it is likewise inescapable that an answer 
should be essayed in a study such as this. 

Not a conclusive answer and not an inclusive 
one. The question is much too broad to be re- 
duced to the simple proportions of a catechism. 
To answer it precisely and comprehensively is 
one of the main functions of that entire branch 
of learning known as economics. 

But a partial and tentative answer—an an- 
swer which should be a part of the whole, but 
which at the same time must, for the most part, 
look to the actual data presented in this particu- 
lar study for its validation. 
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Economic Change.—Predominant throughout 
all economic affairs is the element of change. 
To understand the reasons for, and the effects 
of change is the task of the theoretical student 
of business phenomena. To be able to foresee 
change, to recognize the symptoms which fore- 
shadow it and to forecast its consequences, is the 
function of him who risks his capital in business 
enterprise—either as a sole proprietor, as an 
active partner, or as a security holder. 

In the main, it has been the inability either 
to foresee, to forestall, or to circumvent the ef- 
fects of economic change which has been respon- 
sible for the majority of business disappoint- 
ments that have been statistically reported in 
the preceding chapters. Correspondingly, it has 
been the good fortune wrought by change, the 
alertness, the wisdom, and the foresight which 
has made it possible to take full advantage of 
shifting conditions, which has been responsible 
for the more conspicuous successes indicated. 

But one does not answer the question as to 
why some corporations are prosperous and 
others unprosperous by the specious statement 
that conditions change. Economic change ap- 
pears in many forms and fashions. Our interest 
here is in discovering the particular type of 
change which is at once responsible for the 
greatest amount of ill and well-being. 
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Cyclical Change.—In its most violent and all- 
embracing form, economic change asserts itself 
in what are known as major cyclical swings in 
general business activity—those great, inclusive 
swings from prosperity to depression and back 
again which affect all lines of business activity 
to some degree, and most lines to a considerable 
degree. 

The statistics which are here under scrutiny, 
covering only the two-year period, 1926-1927, 
give no direct evidence of those great cyclical 
movements which have occurred from time to 
time in the past, and which in all likelihood will 
recur from time to time in the future. They 
do reveal a certain amount of indirect evidence; 
perhaps as many as half a hundred balance 
sheets and income accounts which have been 
studied still bear the scars of the 1920-1921 de- 
pression. 

But it still remains true that the statistical 
evidence which has been presented neither 
-grants the authority nor imposes the obligation 
to explain cyclical changes in business prosper- 
ity. The years 1926 and 1927 were not boom 
years for American business, but they can be 
conservatively characterized as years of moder- 
ate and widespread prosperity. The present 
task is to report some specific and plausible rea- 
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sons for the fact that the results of corporate 
activity varied so widely in those two years. 

Why is there, concurrently, super-prosperity 
on the one hand and actual poverty on the other 
hand in a typical period of moderate average 
prosperity? In this aspect, the problem be- 
comes considerably narrowed. 

There are several pertinent factors which on 
their faces appear to be of considerable impor- 
tance, but which in reality must be dealt with 
as basic assumptions or as effects, rather than 
as underlying causes. Among these are the fol- 
lowing: 

Ability of Management.—It is, of course, true 
that the ability of business management varies 
from excellence down through mediocrity to 
stupidity. But having made that statement, one 
has said no more than that there are both wise 
men and fools in the world—hardly a startling 
discovery. 

In any study of the results achieved by large 
corporations, it is a foregone conclusion that ex- 
cellent management, all things being equal, will 
achieve greater gains than stupid management. 
And there is no doubt whatsoever that the va- 
riation in the ability of management has to some 
extent wrought its influence upon the data which 
have been presented. 

But it is easier to overestimate than to under- 
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estimate the importance of this factor, so far 
as it bears upon the present case. In the average 
large corporation with numerous stockholders 
incessantly clamoring for dividends, incompe- 
tent management does not endure. Either the 
weak management itself is changed at the insti- 
gation of the stockholder, or the concern which 
is cursed with it folds its tent and leaves the 
field to others. 

Thus, over a period of time, the elimination 
of weak management is automatic. With a 
group of leading corporations such as we have 
been studying, it must be assumed that, on the 
average, the ability of management ranges from 
good to excellent—that really incompetent man- 
agement is exceptional, and of brief duration. 

And while not denying that excellent manage- 
ment will achieve more brilliant results than 
merely good management, we incline toward the 
belief that in the present case the factor is of 
secondary rather than of primary importance. 

Resources.—Undeniably, the financial re- 
sources which are available to a given concern 
have a bearing upon its success. But it is beg- 
ging the question to assert that Corporation A 
is successful because it commands adequate 
financial resources and that Corporation B is 
unsuccessful because its resources are inade- 
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quate. How did A’s resources become adequate, 
and why are B’s inadequate? 

The financial resources of a given corporation 
may be as much a result of economic develop- 
ments as a cause of them. In some individual 
cases the problem is important. But a success- 
ful concern can normally obtain all of the 
financial backing that it needs, and one which 
promises future success is in almost an equally 
favorable position. Thus resources become 
more an accompaniment of corporate success 
than a cause of it. 

Luck—Changes in Consumer Preference.— 
There are some cynics who maintain that in 
most cases corporations are successful merely 
because they are lucky, and unsuccessful merely 
because they are unlucky. Perhaps there is a 
greater amount of truth in their contention than 
most managements of successful concerns would 
be willing to admit. But no statistical devices 
have yet been invented for measuring chance 
of this type. So while admitting that luck can 
modify ultimate results, we must assume an av- 
erage horseshoe for the average corporation. 

Closely akin to the unaccountable gyrations 
in the business roulette wheel is the constant 
shift in consumer preference. The changes of 
styles in ladies’ apparel and appearance, which 
began to appear a few years ago, have certainly 
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proved disastrous for the broadsilk, cotton hos- 
iery, corset, and hairpin manufacturers. The 
shift from high topped shoes for a time pro- 
foundly disturbed certain branches of the leather 
tanning industry. 

The shift in 1927 and 1928 from the battery 
operated radio sets to the AC set left desolation 
in one branch of the radio industry and brought 
the flood tide of success to another section. 

Scores of other examples could be cited—not 
merely of individual concerns, but of entire 
lines of industry which have been for a time 
vitally affected by the fickleness of human wants 
or by rapid new technical developments. 

But ordinarily such economic changes affect 
the minor industry more than the major one. 
And one of the differences between a successful 
concern and an unsuccessful one is that the for- 
mer can either foresee these changes or can 
promptly readjust its operation so that it can 
take advantage of them, rather than to be de- 
feated by them. 

Changes of this type are important in numer- 
ous specific cases, but we do not believe them: 
to be extremely important in the aggregate, for 
the reason that business as a whole continues 
progressively prosperous—which it could not do 
were it true that such changes vitally affected 
other than a minority of the community. 
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Competition—Nor are we inclined to lodge 
much confidence in the frequent reference to 
competition as an explanation of the cause of 
radical variations in corporate achievement. 

We know of no line of business which is non- 
competitive. Business in the aggregate is highly 
competitive. To explain any phase of business 
activity on the basis of competition is to do not 
much more than to state that the predominant 
characteristic of business is business. 

And further, competition is more of an effect 
than a cause. Before business situations can be 
explained by competition, the underlying rea- 
sons for the degree of competition which ob- 
tains must be explained. 

Thus, both individually and together, all of 
the factors cited in the foregoing have a bearing 
upon the variations in corporations’ results. 
Some of them, as has been suggested, merely 
reflect situations rather than initiate them. 
Others are secondary rather than primary. Un- 
derlying the whole there is something that is still 
more basic. Our thesis is this: 


The Thesis 


(1) The natural resources of the world—not 
only minerals, but productive land as well—are 
chronically in a state of overdevelopment. 
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(2) This overdevelopment is inevitable in 
any economy dominated by the profits motive. 

(3) It becomes especially marked in a coun- 
try such as the United States, where the mineral 
resources themselves are virtually limitless; 
where the fecundity of the soil responds readily 
to agricultural efforts; where land is still rela- 
tively cheap, and where exploration, discovery, 
and development have for many years been a 
high adventure as well as a business under- 
taking; where the average worker is an indus- 
trious and reasonably intelligent worker; and 
where the common store of technical knowledge 
and the obtainable store of technical mechanical 
equipment is greater than that which has ever 
been the heritage of any other society. 

(4) The inability to control the annual sup- 
plies of the products of natural resources—min- 
eral and vegetable—constitutes one of the chief 
(although, of course, not the only) reasons why 
certain basic lines of industry that are closely 
allied with raw materials can be depressed while 
“business as a whole” remains generally pros- 
perous. 

(5) And further, these same facts (chronic 
overdevelopment and inability to control certain 
phases of this overdevelopment) constitute like- 
wise one of the chief explanations of the inor- 
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dinate prosperity which certain other lines have 
enjoyed during recent years. 


Indisputable Overdevelopment in Some Lines.— 
Several volumes could be written in defense of 
this opinion; several others could be written in 
its refutation. Here there is opportunity to 
touch upon—and then but briefly—only three 
aspects of the argument: the fact of over- 
development of natural resources; its malev- 
olent effects upon some lines; its benevolent 
effect upon others. 

We take it that there is no question whatso- 
ever that agriculture, as a whole, is overdevel- 
oped—that more agricultural goods are produced 
in a normal year than the markets will absorb 
at prices which the farmer regards as reasonable. 
If any other situation obtained, McNary-Hau- 
genism and so-called “farm relief’ could not 
have become both political and economic issues. 

We take it that there is no question that the 
coal industry has given continuous evidence of 
overdevelopment since 1920; that there was too 
much lead in 1927; too much copper in 1923- 
1926; too much sugar in 1926-1927; too much 
crude rubber in certain months of 1926 and 
1928; too much oil in 1926-27-28; too much 
leather in 1925-1926, etc., etc. 

If anyone is inclined to dispute these facts, he 
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need only consult the price record. There was 
not more of these goods at any time than the 
markets would absorb, but there was more of 
them at particular times than the markets would 
absorb at prices which would bestow prosperity 
upon their producers. 

And why, indeed, should not such goods be 
either actually or potentially in chronic over- 
supply? 

The Oil Industry’s Experience—Take the prob- 
lem in its simplest term, as it has been thrown 
into bold relief during recent years by the epi- 
demic of town lot oil drilling in the Signal Hill 
district of California. 

Citizen A owns a small lot there, upon which 
he has erected for himself a modest cottage. Oil 
is discovered in the district—abundant oil. Citi- 
zen A enters into an agreement by which Oper- 
ator X sinks a line of pipe in A’s backyard. They 
strike oil. What is A going to do about it? 

He is not going to worry much about the 
commonweal. He is not going to worry much 
about the economic welfare of the oil industry 
as a whole, and least of all is he going to worry 
about, say, the welfare of the Standard Oil Com- 
pany of California. 

What he zs going to do is to cash in upon his 
good fortune—and as promptly as possible. He 
is going to get as much oil from beneath his 
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backyard as he can, before his neighbors drain 
the pool. He is going to take whatever price he 
can get. If he can get $2 a barrel, so much the 
better. If he can get only 50 cents a barrel, be- 
cause of general current overproduction of oil, 
he is going to take that 50 cents—and be better 
off, personally, than he was before his backyard 
was drilled. 

The Pressure to Realize.—This is an extreme 
example, but all the more illuminating because 
it is extreme. Perhaps it may even constitute a 
crude, homely epic of the experience of the raw 
material industries of this country. 

Owning the land and not much else, about 
all the farmer can do with it is to crop it—re- 
gardless of the extent of his rewards. He is 
relatively rich when he can market his wheat at 
$2 per bushel or more; relatively poor when he 
markets it at $1. But to grow the wheat and 
market it at $1, or at 90 cents, or perhaps at 80 
cents, is better than to let the land lie fallow. 
Always there is the economic pressure somehow 
to carry on. 

And if minerals are discovered beneath the 
land which nourishes the wheat, the owner per- 
force must either work them himself or sell them 
to someone who will do so. In either case, the 
individual owner must be better off than he was 
before the minerals were discovered. 
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The “someone” who buys may be a large cor- 
poration, already controlling and working other 
similar deposits. The problem does not change 
basically; it changes only in degree. Here is 
more potential wealth that has come into sight. 

The new buyer makes an investment in it. 
His purpose is to realize a profit thereby. At 
what price level is it better for him to produce 
from the property, even in a glutted, falling 
market, than to close it down and let his invest- 
ment lie idle? 

Someone Always Willing to Produce.—Here 
again there is the constant economic pressure to 
carry on—if not on the most favorable terms, 
then on any terms that fall a hair’s-breadth 
short of ruination. And in both the cropping of 
the land and the extraction of its mineral re- 
sources the problem is all the more complicated 
by the fact that production costs vary so widely. 

The price level at which nobody wants to pro- 
duce has never been reached—it is an economic 
impossibility. 

And the fact that someone is always willing to 
produce on the going terms provides the initia- 
tive for constant exploration and development; 
the fact that our national resources have already 
been developed so amply gives the incentive for 
production by many owners, sometimes on oner- 
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ous terms. This tends to delimit the profits of 
all. 

We believe it a reasonable assumption that 
slowly—very slowly—the mineral resources of 
the United States are passing under firmer con- 
trol; out of weak hands into strong hands. It is 
the long pocketbook that makes strong hands, 
and that is why strong hands can afford to hold 
the production urge somewhat in restraint. 

Obviously, if one copper company owned all 
of the copper mines in the world, it would pro- 
duce only so much copper as it could market at 
a profit, and not an ounce more than that. The 
remainder would be retained for future exploita- 
tion. 

But obviously also, if one big company should 
control only 60 per cent of supply, and if owner- 
ship of the other 40 per cent were distributed 
among, say, several thousand individual owners, 
the problem takes a different aspect—it becomes 
a question of what income is better than no in- 
come. 

Ultimately (perhaps many years hence) the 
mineral resources of the world will have all 
passed into strong hands—hands that can afford 
to bide their time. The hour of the raw mate- 
rial producers will then have struck. They will 
begin to collect for the public service they have 
been rendering during recent years. But in the 
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meantime one finds evidence of only a beginning. 
For some years to come, recurrent cycles of over- 
production of minerals (perhaps slowly decreas- 
ing in intensity) appear inevitable. 

Farm Control Is Insecure.—F or agriculture the 
case is much less clear. During the past three 
years there has been witnessed the collapse of 
many ambitious programs for agricultural con- 
trol. Even should the land itself be brought 
sometime under firmer ownership, the rain and 
sunshine and heat and frost, the whims of Deme- 
ter, must remain beyond control. As was pointed 
out in the earlier analysis of the inventory situa- 
tion, those who are closely allied with agricul- 
tural production face a perennial hazard—one 
which can be greatly alleviated by intelligent 
operation, but which can never be completely 
eliminated. 

Not only the producers of raw materials suffer 
the effects of overdevelopment in periods of 
plethoric production (which, of course, do not 
occur in all raw material lines at the same time), 
but likewise the manufacturers closely allied 
with raw material prices suffer the same effects. 
The tire manufacturers lose heavily when crude 
rubber prices fall; the cotton goods producers 
lose when raw cotton prices fall; the gasoline 
producers lose when crude oil prices fall; etce., 
etc. 
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All along the line, both primary and secondary | 
producers win, temporarily at least, when raw 
material prices rise. But the significant point is 
that during recent years, due to the feebleness 
of aggregate control, low average raw material 
prices have been more frequent than high ones. 

“Value Added.”—Now let us look for a moment 
at the position of the manufacturer who has 
placed a considerable distance, in point of price, 
between the raw material markets and his own 
products. 

Economic terminology has an awkward but 
expressive phrase. It speaks of the “value 
added” by the various processes of production. 
For example, the copper mining concern that 
lifts the ore to the surface and delivers it to the 
smelter adds a certain amount of value—merely 
by placing it in a position where it can be 
utilized. 

The smelter adds more value. 

The brass mill which alloys the refined metal 
and molds it, say, into brass door knobs, adds 
more value—considerably more. With refined 
copper selling at 16 cents per pound, well made 
and artistically designed brass door knobs might 
readily sell for $2 per pound or more. 

And the maker of watches obviously adds 
much more value to a pound of copper than does 
the door-knob caster. In the form of correctly 
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functioning movements, the price per pound of 
copper runs into three figures. 

It is self-evident, then, that in specific enter- 
prises the degree of suffering occasioned by 
periods of overproduction of raw materials tends 
to decrease as the value added by manufacturing 
increases. In a period of falling copper prices, 
the wire manufacturer will probably suffer more 
than the door-knob manufacturer, and the door- 
knob manufacturer will suffer more than the 
watchmaker. 

This does not mean that all watchmakers are 
successful, or that the average copper producer 
is hard put to it. It merely means that, in 
periods of cyclical overproduction of copper, the 
price hazard attaching to the manufacture of 
copper products decreases as the amount of cop- 
per used in the product decreases. 

Automobile Industry’s Costs.—There is another 
aspect of the situation which can best be illus- 
trated by the automobile industry. 

Taking prices and weights throughout the 
trade, from Fords to Cadillacs, it appears that 
during 1928 automobiles, on the average, sold at 
somewhere around 33 cents per pound. The 
steel which goes into the body, axles, engine, 
etc., probably costs less than 3 cents per pound— ~ 
and steel is the predominant metal used in auto- 
mobile construction. The copper costs, say, 15 
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cents per pound; the lead around 6 cents; the 
hard wood around 1 cent; the crude rubber in 
the tires, say, 30 cents. 

The remainder of the price is accounted for 
by value added by manufacture (and by sales 
effort). 

Theoretically, the percentage of ultimate sell- 
ing price added by the manufacturing and sell- 
ing processes would have remained the same had 
raw material costs been considerably higher. 
But if in 1928 steel prices had run above 5 cents, 
copper prices above 35 cents, and lead prices 
above 11 cents, as they all did at certain periods 
in 1917, and if crude rubber prices had run above 
$1 per pound, as in 1927, it certainly would not 
have been possible to have sold some 414 million 
automobiles at an average price of around 33 
cents per pound in 1927. 

And also, had it been necessary to increase the 
average price of automobiles to 50 cents per 
pound or higher, it assuredly would not have 
been possible to have sold as MANY as 44% mil- 
lion automobiles in 1928. 

Cheap Coal.—During the past two years bi- 
tuminous coal prices have averaged about $2 per 
ton at the mines. Throughout 1920 the average 
price was better than $5.50 per ton. 

Would the enormous extension in the electri- 
cal utility field, which has occurred since 1920, 
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have been possible if coal prices during the 
period had averaged above $5.50? Our opinion 
is that it would not have been possible—that the 
cost of producing electrical energy would have 
been so materially higher than it now is that 
consumer demand would have expanded much 
less rapidly. 

(And had the extension of the utilities’ serv- 
ice been less rapid, the prosperity of the elec- 
trical equipment industry, and several other 
allied trades, would have likewise run on a lower 
level.) 
Lower Prices—Larger Sales.—These examples 
are sufficient to illustrate the point. Our con- 
tention is: 

That overdevelopment of natural resources 
means that American manufacturers during re- 
cent years have had at their command not only 
an adequate supply of raw materials, but a sup- 
ply which has been constantly available at a 
relatively low price. This has made it possible 
for manufacturers to reduce their own costs, 
ther ultimate selling prices, therewith to in- 
crease their total volumes, and therewith also to 
increase the size of their profits. 

There is no claim that the thesis which re- 
volves about the overdevelopment of natural re- 
sources supplies anything like a single key to 
the American industrial enigma. But we do hold 
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that, as industry is now organized, the over- 
development of natural resources, occasioning 
cyclical periods of overproduction and low 
prices, has been one of the outstanding factors 
in the variation of the results of industrial cor- 
porations as a group. 


The Character of the Data 


The results achieved by a given line of indus- 
try are usually reported in terms of tons, pounds, 
bushels, yards, or what not, and in terms of the 
prices at which the products sell. 

The results achieved by a specific corporation 
are almost invariably reported (when they are 
reported at all) in dollar terms, in the income 
account and balance sheet. 

It is upon data of the latter type that the bulk 
of the preceding study has been based. Dollar 
results, as set forth by various concerns in their 
official financial statements, have been reported; 
there has been no other possible assumption 
than that these data reflect actual conditions. 
And, indeed, it is our opinion that in the main 
and when the data are taken in representatively 
large groups, they do report actualities to a 
marked degree. 

But if those who frame corporation reports 
wished them to do so, they could be made to 
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report conditions much more faithfully. More- 
over, in many specific cases, the official report 
that is emitted reflects such a small fraction of 
the actual situation that it is only a little better 
than no report at all. 

In several important respects, no criticism of 
the abuses that exist can be too harsh. We have 
in mind especially the following three prevailing 
characteristics of industrial financial reports, 
and we feel justified in asserting that the criti- 
cisms apply not to an insignificant minority, but 
to a majority of all the reports which are an- 
nually published: 

Inadequacy—We contend that the average 
corporation report is not merely inadequate, but 
woefully inadequate; that rt does not give the 
security owner the information to which he is 
entitled, and that it does not give him all of the 
information that is necessary if he is to make a 
competent decision as to whether the securities 
he owns should be held or disposed of. And if 
it is not the primary function of corporation 
reports to give precisely these data, then we ad- 
mit that we are quite at a loss to understand 
what type of information corporation reports are 
really intended to convey. 

It is granted that the question as to whether 
gross income should be reported is open to de- 
bate, although we contend that the cases in 
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which gross could be reported without harm are 
manyfold fewer than they are generally assumed 
to be. But no impartial observer will admit that 
there is any valid excuse whatsoever for the 
numerous other omissions of vital data which 
are so commonly countenanced. The extent and 
frequency of these omissions cannot be fully ap- 
preciated until close examination and compari- 
son of a large number of specific corporation re- 
ports has been made; throughout such a study 
the seriousness of the situation stridently an- 
nounces itself. 

Lack of Uniformity.—To the sin of omission is 
added the sin of disorder and irregularity. A 
issues his annual statement in the form that 
best suits his purpose; B does the same and so 
does C. A few of the major items, of course, 
are common to all statements. But in the minor 
items there is such a perplexing medley of com- 
bination that item-by-item comparison is often 
impossible. 

Not only is there a lack of uniformity in finan- 
cial reports as between one industry and another, 
but there is a wide variation in form as between 
various concerns in the same industry, and in 
some cases there is a sharp difference in the form 
of report issued by a single concern in two suc- 
cessive years—with no effort whatsoever to 
make comparison possible. 
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All of this results in thoroughgoing confusion. 
It blocks careful study. It sets up barriers for 
which there is not the slightest necessity. 

Complete uniformity of style of reports 
throughout industry as a whole would, of course, 
be impossible. A much greater degree of uni- 
formity than now exists would be simple of 
achievement, would harm no one, and would 
prove of inestimable value to the several mil- 
lions of security owners throughout the country 
who are continually wrestling with the problem 
of values. 

Lack of Explanation.—The third general criti- 
cism of corporation financial statements is that, 
even where a given report is adequate and com- 
parable in form with the previous report, its 
compilers seldom go to the trouble to explain 
significant changes in important items. It is es- 
sential to do so, because anyone who is analyzing 
the report will immediately raise the question 
as to whether significant change has been due to 
a basic alteration in the trend of the corpora- 
tion’s business, or merely to a revision in ac- 
counting practice. 

In other words, there are numerous cases in 
which all the figures are not enough. The cor- 
poration which really wishes to keep its stock- 
holders informed will take pains to explain im- 
portant changes in reported results. Without 
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this vital explanation, which in many cases only 
the management of the corporation can give, 
even the most adequate figures often become 
meaningless. 

A Challenge.—The foregoing criticisms, which 
we have taken pains to make general in nature, 
and to direct against no specific individual con- 
cern or group of concerns, are believed to be 
valid so far as the aggregate, or average, sit- 
uation is concerned. And even such general 
criticism may well provoke a challenge—a chal- 
lenge to set forth what might be regarded as an 
‘Ydeal” financial report. 

That challenge is accepted, but its acceptance 
confers not the right to become dogmatic, not 
the right to shout “thou shalt” or “thou shalt 
not,” but merely the privilege of expressing an 
opinion as to what a financial report should con- 
tain if it is to give the intelligent security owner 
all of the information he should have to form a 
competent opinion as to his company’s affairs. 

Following is an outline of what we would re- 
gard as an “ideal’’ report to be emitted by the 
average industrial corporation the securities of 
which are held by the public. Many individual 
exceptions can be made; some of them might be 
quite valid. What we have had in mind has 
been the average situation, rather than the sit- 
uation of any specific concern. 
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Throughout the outline, also, we have sought 
not only to define the various items in the re- 
port, but to present the definitions in such a 
way that they will also carry meaning for the 
average layman not accustomed to dealing with 
technical accounting problems. 


“Tdeal” Financial Report for the Average Indus- 
trial Corporation * 


(Since it is one of the functions of the financial report 
to make possible the detection of year-to-year change— 
the measurement of trend—both the income account and 
the balance sheet should report comparable data for at 
least TWO YEARS—the latest year and the one imme- 
diately preceding.) 


INCOME ACCOUNT 


1. Gross REVENUE or Gross SaLtes—Not unless the 
security owner has a record of gross can he arrive 
at an understanding of the meaning of the net in- 
come figure. In many cases, not unless he has a 
long-term record of gross can he determine whether 
his company is a growing or a decadent one. Gross 
must be the starting point of every income report; 
in only a minority of cases is it now the starting 
point of that portion of the income account which 
is made public. 

2. OPERATING EXPENSES oR Cost or SaLEs—Should be 
subdivided under two heads: 

(a) Cost of production; 


* Compiled by Mr. Harold G. Parker and Ivan §. Dobson, of 
the Standard Statistics Co. 


for) 
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(b) General selling and administrative expense; 
(where taxes other than Federal are a major 
item, they should be reported separately). 

Such a subdivision makes possible a check and 
analysis of the most important elements in cost. 
The ratio between gross revenue and operating ex- 
pense over a period of time is a very significant one; 
detailed information as to costs makes it possible 
to explain variations in this ratio. 


. EXPENDITURES FOR MAINTENANCE, Erc.—Should 


always be separated from other elements in total 
costs. The value of the figure lies in the fact that 
it gives a clue as to whether property is being kept 
in first-class condition, and as to whether expendi- 
tures in a given period are subnormal, normal or 
supranormal. 


. OPERATING INcomME—Obtained by deducting Items 


2 and 3 from Item 1. Reports the amount of profit 
derived directly from the operation of the business. 


. OrHER INcomME—Including all profits other than 


from operations, such as bank interest, dividends on 
securities owned, etc. Profit on sale of any current 
assets, such as securities, should be itemized sepa- 
rately. If “other income” is not reported separately, 
and in detail, the security owner has no basis for 
judging what proportion of total income is likely to 
be nonrecurrent. 


. Tota INcome—The sum of Items 4 and 5. 
. DEPRECIATION, DEPLETION, OBSOLESCENCE, RESERVES, 


ETC.—This account is one which is much and fre- 
quently abused. Refer to special analysis dealing 
with the item. Details of this reserve should be 
listed separately in the income account. 


. FeperaL TAXES—This item is computed after allow- 


ing for income charges, but it ranks ahead of these 
charges in payment, after the fiscal year is ended. 
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OruEeR Depuctions—Such as inventory adjust- 
ments, loss on sale of any current assets, and all 
other deductions which can be classed as legitimate 
charges against the business for a given year. Re- 
serves for probable losses on inventories and receiv- 
ables should also be shown here. (Full details 
should be shown.) 


. Ner Prorit—Item 6 minus Items 7, 8, and 9. 
. Frxep Cuarces—Including bond interest, other in- 


terest, amortization of bond discount, subsidiary pre- 
ferred dividends, and bond sinking funds. (Details.) 


. Ner Income—Net profit minus fixed charges. 

. PREFERRED DivipeENps—Amount paid in cash. 

. Common DivipeNps—Amount paid in cash. 

. BaLaANce AFTER DIVIDENDS. 

. SuRPLUS Crepits—Including all items such as profit 


on sale of capital assets, transfers to surplus from 
any reserves, credit adjustments of any prior year’s 
items, etc. (In detail.) 


. Surptus Desirs—Including stock dividends, reduc- 


tion in stated value of good will, loss on sale of 
capital assets, ete. (In detail.) 


. Ner INcrEASE orn DecrREASE IN SurRPLusS DuRING 


Yrar—Sum of Items 15 and 16, minus Item 17. 
SurpLus BaALANce CarrigeD Forwarp From PRrE- 
vious YEAR—As shown in previous year’s balance 
sheet. 

BALANCE IN SurRPLUS AccounT at ENp oF CurR- 
RENT YEAR—Sum of Items 18 and 19. 


BALANCE SHEET 
Assets 


. Property Account—Should be stated whether value 


assigned is at cost or appraised value. Reserves for 
depreciation, depletion, obsolescence, etc., should be 
noted separately. 
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. Lone Term InvestMENTS—Statement should specify 
whether investments are carried at cost or market, 
and investments in subsidiaries should be reported 
separately. Full list of investments of this type 
should be published at least annually. Any major 
change in holdings from one year to the next should 
be explained. / 


. InTANGIBLES—Should be detailed, viz.: 
(a) Good will. 

(b) Patents. 

(c) Leasehold value. 

(d) Unamortized bond discount. 

(e) Other. 


. ADVANTAGES OR LonGc Term Accounts RECEIVABLE— 
Should be segregated, so that differentiation can be 
made between advances to subsidiaries and others. 
The necessity for such advances should be explained. 


. PREPAYMENTS—Such as insurance, taxes, etc. 


. OrHER AssETS—Such as real estate not used in oper- 
ation, employees’ stock subscriptions, etc. 


. CurreNT Assets—Should be subdivided as follows: 

(a) Cash in banks and on hand. 

(b) Government securities. 

(c) Other temporary investments, such as market- 
able securities, demand, call, and time loans, 
etc. Should be reported at market value. If 
marketable securities constitute a large pro- 
portion of total assets, details of holdings 
should be shown. 

(d) Accounts receivable (trade). 

(e) Temporary advances to subsidiaries. 

(f{) Inventories: (1) finished goods; (2) goods in 
process; (3) materials and supplies. 
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(g) Other current assets, such as cash surrender 
value of insurance policies, etc. 


ToraL ASSETS. 


Liabilities 


. PrererRED StockK—Details should be given if pre- 


ferred is of more than one class. If it carries no 
par value, the liquidation value and the number of 
shares outstanding should be stated. 


Common Srock—Should be reported as an item 
separate from surplus, regardless of whether the 
issue carries a par or no par value. Number of 
shares outstanding should be stated. If common 
is of more than one class, proper distinction should 
be made. 


Funpep Drstr—Complete list, with details as to 
coupon, maturity dates, etc., should be carried either 
in-the balance sheet or in the annual report accom- 
panying. 

OtruHER Lonc-TerM OsiicATtions—Should be segre- 
gated as to subsidiaries and others, with full ex- 
planation. 


ReservEsS—This item should report only reserves 
which are set up against fixed assets and reserves 
for general contingencies. Reserves set up against 
current assets should be reported under current 
habilities. 

OTHER OsLicaTIonSs—Such as deposits returnable 
only under special conditions, etc. 


SurpLus—Subdivided as follows: 
(a) Capital and appreciated surplus. 
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(b) Appropriated surplus (for improvements, 
sinking funds, etc.). 
(c) Earned surplus. 


16. Current Liasititrmes—Should be subdivided as 
follows: 

(a) Loans payable to banks. 

(b) Notes payable (trade). 

(c) Accounts payable. 

(d) Temporary loans from subsidiary companies. 

(e) Accrued expenses—interest, taxes, dividends, 
insurance, ete. 

(f) Tax reserves (Federal and other). 

(g) Current reserves—against receivables, inven- 
tories, ete. Details should appear. 

(h) Dividends payable. 

(1) Other current liabilities. 


17. Torau LiaBInitiss. 

18. ContTINGENT LiaBiLities—Any guarantee or endorse- 
ment to which the company is committed should be 
reported in detail. 


THE ANNUAL REPORT 


A number of corporations have already adopted the 
practice of appending to their annual income accounts 
and balance sheets a statement giving further informa- 
tion to stockholders. When this report is complete, it 
is of inestimable value in analyzing the statistical state- 
ments. It becomes particularly illuminating when it 
explains important changes that have occurred as com- 
pared with the year preceding the current one—changes 
in the tempo of production, in market prices for the 
goods that are produced or sold, in the amount of gross 
and net income (especially in nonrecurrent income), in 
dividends, fixed charges, and special adjustments, in the 
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property and investment accounts, in capital structure 
and in cash, inventories, and receivables. 

It is especially important to explain changes in the 
surplus account. Without such an explanation, it is 
often virtually impossible to analyze a financial state- 
ment. The surplus account is a catch-all, offering the 
opportunity for many abuses. An explanation of year- 
to-year adjustments is essential. 


Interests of Various Groups in Adequate Reports 


There are many groups which have a vital in- 
terest in the production of a complete, truthful, 
and significant financial statement. 

First of all, the corporation which issues the 
report has an interest in its completeness. This 
is vividly exemplified by the fact that the aver- 
age corporation report today, despite its glaring 
shortcomings, is infinitely more complete than 
it was a decade ago. 

More and more corporations are coming to 
realize that they accept a moral obligation when 
they sell their securities to the public, or when 
they allow their securities to be bought and sold 
by the public. More and more are they coming 
to realize that in such a circumstance there is 
imposed the specific obligation to give security 
owners not the least amount of information that 
they will accept, but the most that it is prac- 
tical to give. 

The old contention that a concern “gives aid 
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and comfort to its enemies” (i.e., competitors) 
when it makes a complete and illuminating 
financial statement has been completely blasted. 
In every line of business at the present time 
there are a few concerns which approach the 
ideal in their annual statements, and these have 
thoroughly failed to demonstrate that their com- 
petitive position has been impaired thereby. 
Aside from the moral obligation, every cor- 
poration whose securities are outstanding in the 
hands of the public serves its own best interest 
by frankness. Nothing incites suspicion and 
doubt more than secrecy. Failure to tell the 
whole truth may not constitute conscious decep- 
tion, but it often actually results in deception. 


Investment Banker and Public Accountant.— 
The investment banker has an interest in the 
situation. He distributes securities. He there- 
with assumes an obligation jointly with the cor- 
poration which issues such securities. He can 
bring much more pressure to bear than he has 
brought in the past, and probably will do so. 

The public accountant has an interest at stake. 
He certifies the report. It is our opinion that if 
any important group of public accountants 
would agree to insist upon certain standards of 
adequacy—even though that adequacy fell far 
short of what we have expressed as our opinion 
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of the ideal—that the accountants’ position 
would be strengthened, and that the resistance 
would actually prove to be much milder than it 
is assumed to be. 

Indeed, we ascribe the major portion of the 
unsatisfactory situation which obtains in regard 
to corporation statements to inertia and tradi- 
tion, more than to a conscious effort to withhold 
information which should really be given. 

We do not believe that, in any given year, 
more than one important industrial corporation 
out of a hundred issues a statement which is 
deliberately intended to deceive stockholders. 
The fact that deception occurs develops later. 
The great majority of corporations in all prob- 
ability would be quite willing to issue much more 
complete statements if their managements were 
convinced that a real demand for such infor- 
mation actually existed. 

The Stock Exchanges.—The various stock ex- 
changes, of course, have an interest in the form 
and completeness of corporation statements. 
The New York Stock Exchange has been a leader 
in the battle for more completeness for many 
years, and its efforts have been intensified and 
especially fruitful during the past few years. 

Numerous other exchanges have performed 
a public service in the same field—although 
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necessarily on a somewhat more limited scale 
than has been the service rendered by the largest 
exchange in the country. We do not believe, 
however, that even the New York Stock Ex- 
change makes its requirements for listing as 
comprehensive as would be quite within the 
bounds of reasonableness. One should expect 
that this important exchange would still further 
tighten its requirements over a period of time, 
and that the standards of other exchanges would 
gradually tend to conform somewhat more 
closely with those of the largest exchange. 

The Security Owners’ Interest—Most vital of . 
all is the interest of security holders in a finan- 
cial statement which tells the true story and the 
whole story. But in this group inertia reaches 
its maximum. A list of the security owners who 
have called upon the corporations, the stocks of 
which they own, to provide more adequate an- 
nual statements doubtless would be more inter- 
esting than lengthy. A list of those who have 
asked for such information and have been flatly 
refused would be even less lengthy. 

There is no way of estimating what percent- 
age of the stocks and bonds that changed hands 
during the hectic year 1928 was purchased after 
careful study and what proportion was pur- 
chased with no study at all—sheerly upon guess 
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or “hunch.” But the latter named class of pur- 
chases was undeniably large. Perhaps it was 
predominant. 

The so-called “public” has been in a hectic 
gambling mood for two years or so. It has be- 
come a little drunk with bullish success. To some 
extent, real study of industrial trends and of the 
specific situations of individual corporations has 
been pushed into the background—not by all se- 
curity purchasers, by any means, but probably 
by the average margin trader in common stocks. 

This reckless stage of the market must ulti- 
mately pass. When it will pass, no careful ob- 
server now attempts to guess. But it is purely 
a question of time—not for a single moment a 
question of fact. 

Succeeding the period of recklessness, guess, 
and gambling there must ensue, as it always has 
in the past, a period in which not the fools 
equally with the wise men, but preponderantly 
the wise men, who know the most and who study 
the most, will be able to achieve the greatest 
gains in the security market. In such a period, 
knowledge of conditions in various lines of in- 
dustry will be even more necessary than it is at 
the present time; knowledge of the situations of 
specific corporations will be even more neces- 
sary than now. 
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And true knowledge of the situations of spe- 
cific corporations, of course, must rest squarely 
upon their official financial statements. The 
extent of such knowledge will tend to vary di- 
rectly with the adequacy of the financial reports 
which become available. 


INDEX 


TueE basic list of industrial corporations included in 
this study numbers 545. Throughout the study, the 
number is a varying quantity, due to the fact that in 
some of the individual items in the balance sheet or 
income account, comparison for the full list was not 
feasible. 

The variation in the number should not prove a source 
of confusion. As a matter of fact, for all practical pur- 
poses, the shifting quantity can be disregarded. Where 
the number of concerns utilized in any specific section 
varies from 545 a statement to that effect is made, but 
this is more in keeping with the precepts of academic 
accuracy than because the aggregate results would be 
vastly different. 

Briefly stated, the central purpose has been to utilize, 
in each section of the study, as many corporation income 
accounts and balance sheets as possible. 

The most frequent variation is between 545 and 544, 
due to the fact that the Standard Oil Company of New 
Jersey changed its capital structure and accounting 
methods radically in 1927. This change had no bearing 
upon the income account. It did have a bearing upon the 
balance sheet. Therefore, in reporting aggregate income 
items Standard Oil of New Jersey was generally included, 
and in reporting aggregate balance-sheet items it was 
generally excluded. We were anxious to include the com- 
pany as frequently as possible, not only because of its 
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importance in the oil industry, but because of its im- 
portant place in American industry as a whole. 

In the study of the percentage of gross saved for net, 
and in that chapter which appears under the heading 
“The Fifty Club,” it was found feasible to compare 
slightly more than the 545 concerns on the basic list. 
Here again the purpose was to make the results as inclu- 
sive and as comprehensive as possible. No confusion 
need result. Unity and consistency have been achieved 
by being certain that, wherever results reported in one 
section of the study are being compared with those re- 
ported in another section, only data for identical con- 
cerns are employed. 

The following list reports all of the corporations that 
were employed in the study. Those which are not pre- 
ceded by the asterisk symbol (*) are on the basic list 
of 545. Those which are preceded by the asterisk are 
in addition to this list, and were utilized in Chapter V 
or XV. 

Where no page reference appears after the name of a 
given concern, the inference is that, despite the fact that 
this concern’s name appeared on our basic list, there 
was no occasion to mention it specifically in this volume. 


Abitibi Power and Paper Co., Allied Chemical and Dye 


Limited, 145 

Abraham & Straus 

Adams Express Co. 

Advance-Rumely Co., 154, 256, 
277 

fHolian-Weber Piano and Pia- 
nola Co., 277 

Ahumada Lead Co., 130, 257 

Air Reduction Co., 64, 76, 130, 
212, 238, 257 

Ajax Rubber Co., 70, 98, 144, 
155 

Alliance Realty Co., 130, 254 


Corp., 267, 268, 285, 286, 288, 
290, 292, 294, 295, 297, 298, 
300, 301, 303, 304, 305, 307 

Allis-Chalmers Manufacturing 
Co., 65 

Alpha Portland Cement Co., 
65, 255 

Amalgamated Leather Cos. 

Amerada Corp., 63, 84, 130 

American Agricultural Chemi- 
cal Co., 154, 212 

American Arch Co., 63, 82, 212, 
237, 266 
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American Bank Note Co. 
American Beet Sugar Co., 191, 
213, 276 


American Bosch Magneto 
Corp., 67, 130 
American Brake Shoe and 
Foundry Co. 


American Brown Boveri Elec- 
trie Corp., 143, 190 : 

American Can Co., 285, 288, 
298, 300, 301 

American Chain Co. 

American Chicle Co., 189 

American Cyanamid Co., 65 

American Druggists Syndicate, 
130, 141 

American Express Co., 130 

American-Hawaiian Steamship 
Co., 69, 101, 129, 190, 236, 
256 

American Hide and Leather 
Co., 145, 154, 276 

American Home 
Corp., 169 

American Ice Co., 64, 80, 238 

American International Corp., 
130 

American-La France and 
Foamite Corp., 154, 237, 255 

American Linseed Co. 

American Locomotive Co., 188, 
211, 237, 266, 268, 292, 294, 
295, 304 

American Machine and Foun- 
dry Co., 63, 81, 189 

American Metal Co. (Limited), 
188 

American Radiator Co., 
300 

American Railway Express Co., 
69, 100, 102, 130, 213, 268, 
294 

American Republics Corp., 277 

American Rolling Mill Co., 65, 
236 


Products 


189, 
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American Safety Razor Corp., 
130 

* American Seating Co., 65 

American Ship and Commerce 
Corp., 128, 190, 218, 255, 266, 
276 

American Ship Building Co., 
237, 266 

American Smelting and Refin- 
ing Co., 192, 268, 285, 286, 
288, 290, 292, 294, 295, 297, 
298, 300, 301, 303, 304, 305, 
307 

American Snuff Co. . 

American Steel Foundries, 267 

American Stores Co., 67, 130, 
254 

American Sugar Refining Co., 
128, 192, 257, 268, 285, 286, 
288, 290, 292, 294, 295, 297 

* American Sumatra Tobacco 
Corp. 


American Superpower Corp. 
(of Delaware) 
American Tobacco Co., 169, 


188, 211, 236, 285, 286, 288, 
290, 292, 298, 300, 301, 304, 
305 

American Type Founders Co., 
65, 211, 257 

American Wholesale Corp., 68, 
100, 189, 212, 257 


American Woolen Co., 190, 
193, 286, 288, 292 
American Zinc, Lead and 


Smelting Co., 141, 154, 277 

Anaconda Copper Mining Co., 
269, 285, 286, 288, 290, 292, 
294, 295, 297, 298, 304, 305, 
307 

Anglo-Chilean Consolidated 
Nitrate Corp., 145, 155, 212, 
235 

Archer-Daniels-Midland Co. 
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Arlington Mills, 69, 101, 130, 
276 

* Armour & Co. (Illinois), 268, 
285, 287, 288, 290, 292, 294, 
295, 297, 304 

Arnold Constable 
100, 130, 170, 281 

Artloom Corp. 

Art Metal Construction Co., 
65, 130 

Associated Dry Goods Corp., 
130 

Associated Oil Co., 67 

Atlantic, Gulf and West In- 
dies Steamship Lines, 67, 
190, 193, 237, 256 

Atlantic Refining Co., 69, 100, 
129, 192, 285, 287, 288, 290, 
292 

Atlas Powder Co., 64, 189 

Atlas Tack Corp., 69, 99, 106, 
130, 154, 236 

* Auburn Automobile Co. 


Corp., 68, 


Babcock & Wilcox Co., 130 

Balaban & Katz Corp., 212 

Baldwin Locomotive Works, 
66, 238 

Bamberger (L.) & Co., 66 

Barnet Leather Co., 145 

Barnsdall Corp., 638, 84, 192, 
213 

Bayuk Cigars, 170, 235, 276 

Beacon Oil Co., 129, 191, 214 

Beech-Nut Packing Co., 65, 
211 

Belding Heminway Co., 211, 
236 

Bendix Corp. 

* Best & Co., 66 

Bethlehem Steel Corp., 65, 
191, 192, 268, 285, 287, 288, 
290, 292, 294, 295, 297, 298, 
300, 301, 303, 304, 305, 307 
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Bigelow-Hartford Carpet Co., 
65 

Bliss (E. W.) Co., 130 

Bloomingdale Brothers, 68, 
100, 257 

Blumenthal (Sidney) & Co., 
144 

Bon Ami Co., 130, 170 


‘Borden Co., 68, 99, 102, 130, 


268, 294 

Borg & Beck Co., 130, 152, 170, 
309 

Botany Consolidated Mills, 
145, 190, 193, 276 

Bowman-Biltmore Hotels Corp., 
129, 213 

Briggs Manufacturing Co., 130 

Brown Shoe Co., 67, 256 

Brunswick - Balke - Collender 
Co., 257 

Brunswick Terminal and Rail- 
way Securities Co., 130, 256 

Buckeye Pipe Line Co., 130 


* Burns Brothers (New Jer- 
sey) 
Burroughs Adding Machine 


Co., 130, 141, 153, 169, 269, 
294, 309 
Bush Terminal Co., 63, 82, 191, 
193, 213 
Butler Brothers, 188, 277 
Butte Copper and Zine Co., 
130, 235 
Butte and Superior 
Co., 130, 237, 266 
Butterick Co., 67 
Byers (A. M.) Co., 65 
By-Products Coke Corp. 


Mining 


C. G. Spring and Bumper Co., 
66, 189 

California Packing Corp., 130, 
191 

California 
193 


Petroleum Corp., 
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Callahan Zinc-Lead Co., 130, 
211 

Calumet and Arizona Mining 
Co., 130 

Calumet and Hecla Consoli- 
dated Copper Co., 68, 99, 
130 

Canada Dry Ginger Ale, 63, 79, 
130, 142, 152, 169, 256, 309 

Case (J. I.) Threshing Machine 
Co, 

Caterpillar Tractor Co., 63, 73, 
130, 148, 152, 309 

Celanese Corp. of America, 
2125255, 267 

Celluloid Corp. 

Celotex Co., 64, 238, 256 

Central Aguirre Sugar Co., 63, 
85, 130, 235, 277 

Central Alloy Steel Corp. 

Centrifugal Pipe Corp., 130 

Century Ribbon Mills, 69, 101, 
144, 276 

Cerro de Pasco Copper Corp., 
64, 77, 130, 144, 152, 309 

Certain-teed Products Corp. 

Certo Corp., 1380, 152, 170, 255, 
309 

Chandler - Cleveland Motors 
Corp., 155, 235 

Chicago Nipple Manufacturing 
Co., 144, 154 

Chicago Pneumatic Tool Co. 

Childs Co., 67, 213, 255, 267 

Chile Copper Co., 285, 288, 298, 
304, 306 

Christie, Brown & Co., Lim- 
ited, 257 

Chrysler Corp., 153, 170, 188, 
268, 287, 292, 294, 295, 298, 
300, 301, 304, 306, 309, 311 

Cluett, Peabody & Co., 65, 
212 

Coca-Cola Co., 63, 79, 130, 153, 
169, 211, 238, 281, 309 
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Colorado Fuel and Iron Co., 
65, 191, 192 

Columbian Carbon Co., 63, 76, 
189 

Commercial Credit Co., 69, 100, 
109, 129, 191, 193 

Commercial Investment Trust 
Corp., 69, 100, 109, 189 

Commercial Solvents Corp., 
130, 142, 153, 309 

Compania Swift Internacional, 
S.A.C., 130, 212 

Congoleum-Nairn, 211 

Congress Cigar Co., 64, 86, 130, 
142, 152, 169, 236, 277, 309 

Consolidated Cigar Corp., 170, 
236 

Consolidated Distributors, 69, 
100, 1380, 142, 155, 235, 255 

Consolidated Laundries Corp., 
65, 213 


Consolidated Mining and 
Smelting Co. of Canada, 
Limited, 63, 80, 130, 141, 
152, 300, 309 
Consolidated Textile Corp., 
128, 190, 193 

Consolidation Coal Co., 68, 


98, 190, 193, 214 

Continental Baking Corp., 128, 
257 

Continental Can Co. 

Continental Motors Corp. 

Continental Oil Co., 154, 190 

Corn Products Refining Co., 
188, 237, 266, 268, 287, 292, 
294, 296, 300, 304 

Coty, Inc., 130, 152, 169, 309 

Crex Carpet Co., 130, 142, 155, 
236, 276 

Crown Willamette Paper Co., 
192 

Crucible Steel Co. of America, 
189 
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Cuba Cane Sugar Corp., 64, 
129, 190, 198, 277, 285 

Cuban-American Sugar Co., 66 

Cuban Dominican Sugar Corp., 
64, 128, 190, 193, 236, 276 

Cudahy Packing Co., 69, 99, 
144, 191, 192, 276 

Curtis Publishing Co., 148, 152, 
254, 281, 298, 300, 301, 304, 
306, 309, 311 

Curtiss Aeroplane and Motor 
Co., 63, 82, 189 

Cushman’s Sons, 188 

Cuyamel Fruit Co. (of Dela- 
ware) 


Deere & Co., 257, 292 

Devoe & Raynolds Co., 67, 257 

Diamond Match Co., 130, 211 

Dodge Brothers, 66, 129, 192, 
268, 285, 288, 294, 298, 304, 
306 

Dome Mines, 
237, 266 

Drug, Inc., 66 

Dubilier Condenser and Radio 
Corp., 155, 235 

duPont (E. I.) deNemours & 
Co., 188, 268, 285, 287, 288, 
290, 292, 294, 296, 297, 298, 
300, 301, 303, 304, 306, 307 

Durham Hosiery Mills, 128, 
190, 236, 276 


Limited, 130, 


Eastern Steamship Lines, 145, 
212, 256 

Eastman Kodak Co. (of New 
Jersey), 268, 287, 292, 294, 
296, 298, 300, 302, 304, 306 

Eaton Axle and Spring Co., 
130 

Eisenlohr (Otto) & Brothers, 
142 

Electric Auto-Lite Co., 64, 75, 
130, 152, 309 
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Electric Boat Co., 68, 101, 130, 
154, 214, 257, 276 

Electric Storage Battery Co., 
211 

Elk Horn Coal Corp., 68, 98, 
190 

Emerson-Brantingham Co., 143, 
155, 211 

Emporium Capwell Corp., 68 

Endicott Johnson Corp., 67, 
142, 277 

Eureka Pipe Line Co., 
154 

Eureka Vacuum Cleaner Co., 
64, 80, 130, 152, 169, 256, 309 

Evans Auto Loading Co., 144, 
152, 170, 309 


130, 


Fageol Motors Co. (Califor- 
nia), 66 

Fair (The), 67 

Fairbanks, Morse & Co. 

Fajardo Sugar Co. of Porto 
Rico, 64, 85, 235, 255 

Fanny Farmer Candy Shops, 
153, 267, 309 

Federal Mining and Smelting 
Co. 

Federal Motor Truck Co. 

Federated Metals Corp., 69, 99, 
191 

Firestone Tire and Rubber 
Co., 189, 287, 292, 298, 300, 
302 

First National Pictures, 189 

* Fisk Rubber Co., 129 

Fleischmann Co., 68, 79, 152, 
238, 266, 268, 294, 298, 300, 
302, 304, 306, 309, 311 

*Ford Motor Co., 285, 287, 
288, 290 

Ford Motor Co. of Canada, 
Limited, 130, 238, 266, 281 

Forhan Co., 180, 153, 169, 267, 
309 


INDEX 


Foundation Co., 189, 238, 256 

Fox Film Corp., 235, 255 

Fox Theatres Corp., 213, 266 

Franklin (H. H.) Manufactur- 
ing Co., 255 

Freeport Texas Co., 131, 310 

Freshman (Charles) Co., 1381, 
142, 155 

* Fulton Sylphon Co. 


Gabriel Snubber Manufactur- 
me Cos tat, 425) 15259169, 
237, 255, 266, 310 

Gardner Motor Co., 69, 98, 131, 
154 

General American Tank Car 
Corp., 63, 85, 257 

General Asphalt Co., 66 

General Baking Corp., 
188, 267, 310 

General Cigar Co., 170, 236 

General Electric Co., 64, 77, 
148, 188, 267, 285, 287, 288, 
290, 292, 294, 296, 297, 298, 
300, 302, 303, 304, 306, 307 

General Fireproofing Co., 

General Ice Cream Corp., 64 

General Motors Corp., 63, 74, 
152, 267, 285, 287, 288, 290, 
292, 294, 296, 297, 298, 300, 
302, 303, 304, 306, 307, 310, 
311, 312 

General Outdoor Advertising 
Co., 188, 214 

General Railway Signal Co., 
144, 170 

General Refractories Co. 

Gillette Safety Razor Co., 131, 
143, 152, 169; 211, 257, 281, 
298, 300, 302, 304, 306, 310, 
311 

Gimbel Brothers, 69, 100, 128 

Glidden Co., 66 

* Gobel (Adolf) 

Gold Dust Corp., 152, 310 


152, 
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Goodrich (B. F.) Co., 65, 144, 
192, 287, 292, 298, 300, 302 
Goodyear Tire and Rubber Co., 
65, 192, 268, 285, 287, 288, 
290, 292, 294, 296, 297, 298, 
300, 302, 303, 304, 306, 307 

Gotham Silk Hosiery Co., 143, 
1538, 310 

Gould Coupler Co., 128, 190, 
256 

Graham-Paige Motors Corp., 
70, 98, 141, 155 

Granby Consolidated Mining, 
Smelting and Power Co., 
Limited, 69, 99, 131, 154, 236, 
255 

Grand (F. & W.) 5-10-25-Cent 
Stores, 67, 212, 255 

Grant (W. T.) Co., 68, 100, 131, 
1538, 254, 310 

Great Atlantic and Pacific Tea 
Co. of America, 153, 170, 255, 
268, 281, 287, 292, 294, 296, 
299, 300, 302, 310, 311 

Great Lakes Dredge and Dock 
Co., 131, 143, 153, 237, 267, 
310 

Great Western Sugar Co., 235, 
254, 276, 287 

Greene Cananea Copper Co., 
131, 211 

Guantanamo Sugar Co., 64, 
213, 276 

Gulf Oil Corp. of Pennsylvania, 
67, 192, 269, 285, 287, 288, 
290, 292, 294, 296, 297, 299, 
300, 302, 303, 304, 306, 307 

Gulf States Steel Co., 66 


Hamilton Woolen Co., 70, 101, 
131, 145, 155 

Hanna (M. A.) Co. 

Harbison-Walker Refractories 
Co. 
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Hart, Schaffner & Marx, 131, 
169, 257 

Hartman Corp., 169, 256 

Hazeltine Corp., 131, 154, 255, 
266 

Hecla Mining Co., 63, 81, 131, 
143, 152, 169, 237, 267, 310 

Helme (Geo. W.) Co., 

Hercules Powder Co., 65, 211 

Hires (Charles E.) Co., 67, 131 

Hoe (R.) & Co., 190, 256, 277 

Hollander (A.) & Son, 153, 237, 
» 256, 310 

Hollinger Consolidated Gold 
Mines, Limited, 131, 211, 237, 
255, 266 

Homestake Mining Co., 63, 81, 
1315 237, 255;,266 

* Hood Rubber Co. 

Household Products, 131, 169, 
238 

Houston Oil Co. of Texas, 63, 
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Howe Sound Co., 131, 237, 266 

* Hudson Motor Car Co., 299, 
300, 302 

Humble Oil and Refining Co., 
192, 285, 287, 289, 290, 292 

Hupp Motor Car Corp., 67, 131 


Illinois Brick Co., 131, 238 

Illinois Pacific Glass Corp., 131, 
235 

Independent Oil and Gas Co., 
63, 84, 213 

Indian Motocycle Co., 67 

Indiana Pipe Line Co., 131 

* Industrial Rayon Corp. 

Ingersoll-Rand Co., 170, 188, 
212 

Inland Steel Co. 

Inspiration Consolidated Cop- 
per Co. 

Intercontinental Rubber Co., 
131, 238, 266 


INDEX 


International Agricultural 
Corp., 145, 154, 190, 211, 256 

International Business Ma- 
chines Corp., 63, 83 

International Cement Corp., 63, 
76 

International Combustion En- 
gineering Corp. 

International Harvester Co., 
268, 281, 285, 287, 289, 290, 
292, 294, 296, 297, 299, 300, 
302, 303, 304, 306, 307 

* International Mercantile Ma- 
rine Co., 68, 101 

International Nickel Co., 188 

International Paper Co., 64, 84, 
129, 145, 191, 192, 285, 289, 
304 


International Salt Co. (New 
Jersey), 191 
International Shoe Co., 64, 


269, 287, 292, 294, 296, 299, 
300, 302 

International Silver Co., 65, 
211 

Intertype Corp., 189, 256 

Ipswich Mills, 69, 98, 106, 143, 
155; 213, 276 

Island Creek Coal Co., 131, 145, 
237, 266 


Jewel Tea Co., 66, 142, 152, 
169, 310 

* Johns-Manville Corp., 66 

Jones & Laughlin Steel Corp., 
189, 268, 285, 287, 289, 290, 
293, 294, 296, 297 

Jones Brothers Tea Co., 2385 


* Kayser (Julius) & Co., 

Kelly-Springfield Tire Co., 154, 
190, 213, 276 

Kelsey-Hayes Wheel Corp., 68, 
98, 107, 277 
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Kennecott Copper Corp., 188, 
268, 285, 289, 298, 294, 296, 
299, 300, 302, 304, 306 

Kinney (G. R.)-Co., 67, 
254 

* Kraft-Phenix Cheese Co., 68, 
99 

Kresge (S. 8.) Co., 64, 85, 189, 
254, 299, 300, 302 

Kresge Department Stores, 69, 
100, 154 

Kress (8. H.) & Co., 66, 188, 
254 

Kroger Grocery and Baking 
Co., 68, 100, 153, 235, 255, 
281, 310 

Kuppenheimer (B.) & Co., 170, 
189, 256 


235, 


Lambert Co., 141, 152, 169, 192, 
310 

Laurentide Co., Limited, 131 

Lehigh Coal and Navigation 
Co., 64, 77 

Lehigh Valley Coal Co., 213 

Lehn & Fink Products Co., 
13851705213; 276 

Libbey-Owens Sheet Glass Co., 
267 

Libby, McNeill & Libby, 236 

Life Savers, Inc., 131, 152, 169, 
237, 266, 310 

Liggett & Myers Tobacco Co., 
170, 191, 236, 268, 285, 287, 
289, 290, 293, 294, 296, 297, 

300, 302, 303, 304, 306, 


Locomotive Works, 69, 

131, 144, 154; 211, 238, 
255, 266 

Lion Oil Refining Co., 66 

Liquid Carbonic Corp., 256 

Loew’s, Inc., 64, 192, 235 

Loft, Inc., 68, 99, 213, 236 
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Long-Bell Lumber Corp., 190, 
193 

Loose-Wiles Biscuit Co., 189 

Lorillard (P.) Co., 192, 212, 
235, 287, 293 

Louisiana Oil Refining Corp., 
154, 190 

Ludlum Steel Co., 65 


MacAndrews & Forbes Co., 65 

McCrory Stores Corp., 66, 235, 
254 

Mack Trucks, 65, 189, 257, 277 

Macy (R. H.) & Co., 66, 189, 
255 

Madison Square Garden Corp., 
64, 86, 143, 214, 236, 266 

Magma Copper Co., 131, 254 

Mallinson (H. R.) & Co. 

Manati Sugar Co., 64, 85, 191, 
256, 276 

Manhattan Electrical 
Co., 214, 277 

Manhattan Shirt Co., 170, 277 

Maracaibo Oil Exploration 
Corp., 131 

Marland Oil Co., 70, 100, 155, 
212, 268, 289, 294 

Marlin-Rockwell Corp., 131 

Martin-Parry Corp., 69, 98, 106, 
131, 276 

Mathieson Alkali Works 

May Department Stores Co., 
67, 131 

Maytag Co., 63, 80, 131, 142, 
152, 169, 310 

Melville Shoe Corp., 66, 142, 
153, 255, 310 

Mengel Co., 67, 191, 235, 277 

Mergenthaler Linotype Co., 
131, 211, 256 

Metro-Goldwyn Pictures Corp., 
170, 192, 235, 255 

Metropolitan Chain Stores, 68, 
100, 235, 255 
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Mexican Seaboard Oil 
212, 237, 267, 276 

Miami Copper Co., 131, 255, 
267 

Mid - Continent 
Corp. 

Midland Steel Products Co., 
267 

Miller Rubber Co., 154 

Montgomery Ward & Co., 67, 
153, 170, 287, 293, 299, 300, 
302, 310, 311 

Morgan Lithograph Co., 131 

Morris (Philip) & Co., Lim- 
ited, 131 

Mother Lode Coalition Mines 
Co., 131 

Motion Picture Capital Corp., 
128, 190, 213, 256, 276 

Moto-Meter Co. 

Motor Wheel Corp., 131 

Mullins Manufacturing Corp. 

Munsingwear, Inc., 66 

* Murray Corp. of America 


Co., 


Petroleum 


Nash Motors Co., 131, 141, 152, 
169, 255, 266, 268, 293, 294, 
296, 299, 300, 302, 304, 306, 
310, 311 

Nashawena Mills, 68, 131, 214, 
276 

National Acme Co., 67, 191, 
212, 236 

National Bellas Hess Co., 69, 
100, 255 

National Biscuit Co., 267, 268, 
294, 299, 300, 302, 304, 306 

National Cash Register Co., 
64, 83, 131, 170, 256 

National Casket Co. 

National Dairy Products Corp., 
66, 192, 213 

National Department Stores, 
68, 100, 129 


INDEX 


National Distillers Products 
Corp., 67, 128, 142, 190 

National Enameling and 
Stamping Co., 69, 99, 143, 189 

National Lead Co., 287, 293 

National Sugar Refining Co. of 
New Jersey, 145, 213 

National Supply Co. of Dela- 
“ware, 63, 80 

National Tea Co., 68, 100, 214, 
230.0200 

National Transit Co., 131 

Naumkeag Steam Cotton Co., 
64, 77, 131, 144, 212 

Nevada Consolidated Copper 
Co., 236 

New Cornelia Copper Co., 131 

Newmont Mining Corp., 131, 
152 

New York Air Brake Co., 238, 
266 

New York Dock Co., 638, 82, 
129, 143 

Nichols & Shepard Co., 212, 
256 

Niles-Bement-Pond Co., 

212 

Nipissing Mines Co., Limited, 

131, 211, 254, 266 

Northern Pipe Line Co., 131 

Norwalk Tire and Rubber Co., 

256 

Nunnally Co., 131 


191, 


Ohio Oil Co., 131, 212, 235 

Oil Well Supply Co., 128 

Oppenheim, Collins & Co., 67, 
131, 169 

Otis Elevator Co. 

Otis Steel Co., 129 

Outlet Co. 

Owens Bottle Co. 


Pacific Mills, 68, 99, 144, 191, 
192, 211 


INDEX 


Packard Motor Car Co., 64, 75, 
131, 153, 269, 294, 300, 310 
Pan American Petroleum and 
Transport Co., 189, 285, 289, 
299, 300, 302, 304, 306 

* Pan-American Western Pe- 
troleum Co., 67 

Panhandle Producing and Re- 
fining Co., 69, 100, 213, 277 

Paramount - Famous - Lasky 
Corp., 192, 285, 289, 299, 304, 
306 

Park & Tilford 

Park-Utah Consolidated Mines 
Co., 131, 237, 254, 266 

Parke, Davis & Co., 131, 153, 
170 

Pathé Exchange, 69, 101, 148, 
155, 240 

* Patino Mines and Enterprises 
Consolidated, 63, 81 

Peerless Motor Car Corp., 69, 
98, 131, 154, 255 

Pender (David) Grocery Co., 
68, 100, 131, 235, 255 

* Penick & Ford, Limited 

Penney (J. C.) Co., 67, 153, 169, 
230 OO MOL 

Pennsylvania Coal and Coke 
Corp., 70, 98, 145, 155, 213, 
257 

* Pennsylvania-Dixie 
Corp. 

Peoples Drug Stores, 67, 236, 
255 

Pepperell Manufacturing Co., 
131, 212 

Philadelphia and Reading Coal 
and Iron Corp., 69, 98, 213 

Phillips-Jones Corp., 68, 98, 
107 

Phillips Petroleum Co., 64, 84, 
192, 269, 285, 289, 294 

Phenix Hosiery Co., 

* Pick (A.) Barth & Co., 128 


Cement 
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Pierce-Arrow Motor Car Co., 
154, 236 

Pierce, Butler & Pierce Manu- 
facturing Corp., 190, 276 

Pillsbury Flour Mills, 68, 99, 
192 

Pittsburgh Coal Co., 69, 98, 154, 
285, 289 

Pittsburgh Plate Glass Co., 131 

Pittsburgh Steel Co. 

Pittsburgh Terminal Coal 
Corp., 70, 98, 155, 237, 256 

Porto Rican-American Tobacco 
Co. (of New Jersey), 190 

Postum Co., 63, 79, 152, 170, 
310 

Prairie Oil and Gas Co., 131, 
235, 285, 287, 289, 290, 293 

Prairie Pipe Line Co., 132 

Pratt & Lambert, 132, 153, 310 

Pressed Steel Car Co., 191 

Procter & Gamble Co., 66, 281, 
287, 293, 299, 301, 302, 305, 
306 

Producers and Refiners Corp., 
212, 277 

Punta Alegre Sugar Co., 65, 
191, 193, 277 

Pure Oil Co., 67, 192, 286, 289 

Purity Bakeries Corp., 65, 189, 
267 

Pyrene Manufacturing Co., 132, 
211 


Quaker Oats Co. 


Radio Corp. of America, 66, 
142, 153, 170, 238, 268, 281, 
294, 310 

Real Silk Hosiery Mills, 67, 
188, 214 

Reis (Robert) & Co., 128 

Remington Arms Co., 66, 129, 
190, 198, 277 

* Reo Motor Car Co., 66 
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Republic Iron and Steel Co., 
66, 192, 286 

Reynolds Spring Co., 142, 154 

Reynolds (R. J.) Tobacco Co., 
132, 169, 235, 269, 286, 287, 
289, 290, 293, 295, 296, 297, 
299, 301, 302, 303, 305, 306, 
307 

* Richfield Oil Co. of Califor- 
nia, 65 

Richmond Radiator Co. 

Rolls-Royce of America, 191 

Royal Typewriter Co., 141, 189 


* Safeway Stores. 

Saint Joseph Lead Co., 188, 266 

* Saint Regis Paper Co., 64, 84 

Salt Creek Producers Associa- 
tion, 1382, 211 

* Sanitary Grocery Co. 

Savage Arms Corp., 235 

Schulte Retail Stores 
153, 310 

Seagrave Corp., 64, 276 

Sears, Roebuck & Co., 66, 182, 
268, 286, 287, 289, 290, 293, 
295, 296, 297, 299, 301, 302, 
303, 305, 306, 307 

Shattuck (Frank G.) Co., 64, 
237, 254, 266 

* Shell Union Oil Corp., 65 

Sherwin-Williams Co., 66 

Shredded Wheat Co., 132 

Shubert Theatre Corp., 
266 

Simmons Co., 132 

Simms Petroleum Co., 68, 100, 
190, 236 

Simon (Franklin) & Co., 189 

Sinclair Consolidated Oil Corp., 
66, 190, 193, 286, 287, 289, 
290, 299, 305, 306 

Skelly Oil Co., 65 

Sloss-Sheffield Steel and Iron 
Co. 


Corp., 


237, 


INDEX 


* Smith (A. O.) Corp. 

* Snider Packing Corp. 

South Porto Rico Sugar Co., 
63, 85, 145, 211, 238 

Southern Dairies, 68, 99, 102, 
128, 190 

South West Pennsylvania Pipe 
Lines, 132 

Spanish River Pulp and Paper 
Mills, Limited 

Spear & Co., 66, 237, 256, 277 

Spicer Manufacturing Corp. 

Standard Commercial Tobacco 
Co., 64, 214, 276 

* Standard Milling Co. 

Standard Oil Co. (of Califor- 
nia), 132, 268, 286, 287, 289, 
290, 293, 295, 296, 297, 299, 
301, 302, 303, 305, 306, 307 

Standard Oil Co. (of Indiana), 
132, 268, 286, 287, 289, 290, 
293, 295, 296, 297, 299, 301, ~ 
302, 203, 305, 306, 307 

Standard Oil Co. (of Kansas), 
132, 212 

Standard Oil Co. 
tucky), 132 

Standard Oil Co. (of New Jer- 
sey), 267, 286, 287, 289, 290, 
293, 295, 296, 297, 299, 301, 
302, 3038, 305, 306, 307 

Standard Oil Co. (of New 
York), 192, 236, 269, 286, 
281, 287, 289, 290, 295, 296, 
297, 299, 301, 302, 303, 305, 
306, 307 

Standard Oil Co. (of Ohio) 

Standard Plate Glass Co., 143, 
154 

Standard Sanitary Manufactur- 
ing Co., 65 

Standard Textile Products Co., 
65 

Stanley Co. of America, 236, 
256 


(of Ken- 


INDEX 


Stewart-Warner Speedometer 
Corp., 153, 189, 310 

Stromberg Carburetor Co. of 
America, 132 

Stromberg-Carlson Telephone 
Manufacturing Co., 132 

Studebaker Corp., 66, 255, 269, 
286, 287, 289, 290, 295, 301, 
305 

Stutz Motor Car Co. of Amer- 
ica, 68, 98, 191, 213 

Submarine Boat Corp., 70, 101, 
icy, GIA, PABY pate 

Superior Oil Corp., 70, 100, 145, 
155 

Superior Steel Corp., 69, 101, 
144, 154, 212, 277 

Sweets Co. of America, 68, 99, 
142 

Swift & Co., 144, 192, 268, 286, 
287, 289, 290, 293, 295, 296, 
297, 299, 301, 302, 303, 305, 
306, 307 

Symington Co., 276 


Teck-Hughes Gold Mines, Lim- 
ited, 132, 238, 254, 266 

Telautograph Corp., 63, 83, 
DIES, ORY h, PAL 

Tennessee Copper and Chemi- 
cal Corp., 67 

Texas Corp., 64, 189, 269, 286, 
288, 289, 290, 293, 295, 296, 
297, 299, 301, 302, 303, 305, 
306, 307 

Texas Gulf Sulphur Co., 1382, 
301, 305, 310 

Texas Pacific Coal and Oil Co., 
69, 100, 132, 154 

* Texas Pacific Land Trust 

Thatcher Manufacturing Co, 
65 

Thompson (John R.) Co., 65, 
188, 237, 254, 266 
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Tidal Osage Oil Co., 145, 213 

Tide Water Oil Co., 68, 100, 
192 

Timken-Detroit Axle Co. 

Timken Roller Bearing Co., 
132, 152, 170, 266, 269, 295, 
310 

Tobacco Products Corp., 132 

Torrington Co. (of Maine), 
132 

Transcontinental Oil Co., 213 

Transue & Williams Steel 
Forging Co., 69, 99, 106, 132, 
154, 267 


* Underwood Elliot Fisher Co. 

Union Bag and Paper Corp. 

Union Carbide and Carbon 
Corp., 189, 191, 269, 286, 288, 
289, 290, 293, 295, 296, 297, 
299, 301, 302, 303, 305, 306, 
307 

Union Oil Co. of California, 
64, 192, 269, 286, 288, 289, 
290, 293, 295, 296, 297, 305 

Jnion Tank Car Co. 237, 266 

United Biscuit Co. of Amer- 

ica 

United Cigar Stores Co. of 

America, 66, 268, 295 

United Fruit Co., 132, 267, 268, 

286, 289, 295, 299, 301, 302, 

305, 306 

Jnited Shoe Machinery Corp. 

Jnited States Cast Iron Pipe 
and Foundry Co., 144, 238, 
267 

United States Dairy Products 
Corp., 67, 213, 238 

United States Distribution 
Corp., 68, 100, 102, 129, 213 

* United States Freight Co. 

United States Gypsum Co. 
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United States Hoffman Ma- 
chinery Corp., 132, 169, 212, 
256 

United States Industrial Alco- 
hol Co., 66, 189 

* United States Leather Co. 

United States Realty and Im- 
provement Co. 

United States Rubber Co., 67, 
128, 191, 193, 286, 288, 289, 
290, 293, 299, 305, 306 

United States Smelting, Re- 
fining and Mining Co., 143 

United States Steel Corp., 66, 
192, 267, 286, 288, 289, 290, 
293, 295, 296, 297, 299, 301, 
302, 303, 305, 306, 307 

United States Tobacco Co., 
211 

United Verde Extension Min- 
ing Co., 69, 99, 132, 144, 155, 
236 

Universal Pictures Co., 68, 101, 
235 

Universal Pipe and Radiator 
Co. 

Utah Copper Co., 132, 236, 254, 
299, 301, 302, 305, 306 


Vacuum Oil Co., 132, 170, 268, 
286, 288, 289, 291, 293, 295, 
296, 297, 299, 301, 302, 303, 
305, 306, 307 

Vanadium Corp. of America, 
132, 212 

Van Raalte Co., 154, 212 

* Vick Chemical Co. 

Victor Talking Machine Co., 
64, 84, 281 

* Virginia-Carolina 
Corp. 

Virginia Iron, Coal and Coke 
Co., 256 

Vivadou (V.), 169 


Chemical 


INDEX 


Vulcan Detinning Co., 67 

Wabasso Cotton Co., Limited, 
213 

Waldorf System, 67, 189, 213, 
255 

Waltham Watch Co. 

Walworth Co., 68, 98, 106, 129, 
190 

Ward Baking Corp. 

Warner Brothers Pictures, 190, 
213, 235 

Warren Brothers Co., 65, 218, 
237, 256 

Warren Foundry 
Corp. 

* Washburn-Crosby Co., 68, 99 

Wayagamack Pulp and Paper 
Co., Limited 

Weber & Heilbroner, 

Wesson Oil and Snowdrift Co., 
276 

Western Dairy Products 
64, 79 

Westinghouse Air Brake 
132, 268, 295 

Westinghouse Electric 
Manufacturing Co., 65, 
268, 286, 288, 289, 291, 
295, 296, 297, 299, 301, 
303, 305, 306, 307 

Weston Electrical Instrument 
Corp., 132 

White Eagle Oil and Refining 
Co., 67 

White Motor Co., 69, 98, 132, 
155 

White Rock Mineral Springs 
Cos, 211523874267 

White Sewing Machine Corp., 
256 

Williams Oil-O-Matic Heating 
Corp., 69, 99, 107, 132, 154, 
211 


and Pipe 


Co., 
Co., 


and 
191, 
293, 
302, 


INDEX 


Willys-Overland Co. 

* Wilson & Co. 

Woolworth (F. W.) Co., 65, 
153, 170, 1887-212, 255, 268, 
286, 288, 289, 291, 293, 295, 
296, 297, 299, 301, 302, 303, 
305, 306, 307, 310, 311, 312 

Worthington Pump and Ma- 
chinery Corp., 68, 99, 106, 
132, 211 

Wright Aeronautical Corp., 63, 
yy, iBy- 
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Wrigley (Wm., Jr.) Co., 153, 
188, 310 


Yale and Towne Manufactur- 
ing Co., 132 

Yellow Truck and Coach 
Manufacturing Co., 69, 98, 
155 

Youngstown Sheet and Tube 
Co., 192, 286, 288, 289, 291, 
293, 305 


* Zenith Radio Corp., 64, 85 
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